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PAYMENTS OF TAXES, OR IN LIEU OF TAXES, TO 
STATE OR LOCAL TAXING UNITS 


THURSDAY, APRIL 19, 1956 


Unrrep Srares SENATE, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The committee met, pursuant to call, at 10 a. m., in room F-41, 
United States Capitol, Washington, D. C., Senator Hubert H. 
Humphrey presiding. 

Present: Senator Hubert H. Humphrey, Democrat, Minnesota; 
Senator John F. Kennedy, Democrat, Massachusetts; Senator Henry 
M. Jackson, Democrat, Washington; Senator Norris Cotton, Repub- 
lican, New Hampshire. 

Present also: Senator Prescott Bush, Republican, Connecticut; 
Senator William F. Knowland, Republican, California; Senator 
Thomas H. Kuchel, Republican, California; Senator Andrew F. 
Schoeppel, Republican, Kansas. 

Present also: Walter L. Reynolds, chief clerk and staff director ; 
Eli H. Nobleman, professional staff member; Ann M. Grickis, assistant 
chief clerk. 

Senator Humrurey. I am going to review briefly what has tran- 
spired so far, and then we will proceed with the witnesses. 

The hearings today and tomorrow have been scheduled, at the 
direction of the chairman of the Committee on Government Opera- 
tions, as a continuation of the hearings which began on July 25, 1955. 

At the July hearings, we received oral and written testimony from 
various individuals and groups who are concerned with payments 
of taxes or in lieu of taxes to State or local taxing authorities. All 
of the testimony was in support of the bills then pending before the 
committee. 

However, the executive branch had not, at that time, formulated 
its policy with respect to this subject, and as a result, the executive 
departments and agencies were unable to comment with respect to 
the pending bills. 

Furthermore, since the Commission on Intergovernmental Rela- 
tions had only filed its report and recommendations in June 1955, 
the executive branch requested adequate time and opportunity to 
examine these documents and formulate a governmentwise position 
on the subject. 

Following the July hearing, the staff of the committee was directed 
to prepare the necessary staff work so as to be ready for further hear- 
ings at some future date. The staff work was completed in November 
1955, and was embodied in Staff Memorandum No. 84~-1-36, dated 
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November 28, 1955. It includes a discussion of the background of the 
general problem of payments in lieu of taxes; a summary of the major 
observations and recommendations of the Commission on Intergovern- 
mental Relations and its Study Committee on Payments in Lieu of 
Taxes and Shared Revenues; an analysis of the pending bills; a com- 
parative summary of the provisions of the major bills before the com- 
mittee; a chart containing a detailed comparison of the provisions of 
the pending bills with the recommendations of the Commission on 
Intergovernmental Relations; and a discussion of the areas of con- 
troversy or issues which we will have to determine. 

With the exception of the chart study, all of this material has been 
embodied in part 1 of the hearings, held on July 25, 1955, and will 
be found on pages 49-99 of that volume. 

Finally, extracts from the report of the Study Committee on Pay- 
ments in Lieu of Taxes and Shared Revenues, on which it was my priv- 
ilege to serve, are contained as appendix IT to those hearings. 

Ithough all of the executive branch departments and agencies hav- 
ing an interest in the subject have been invited to participate in these 
hearings, all of them, with the exception of the Bureau of the Budget 
and the Department of Defense, agreed to submit statements for the 
record, in an effort to expedite our work. The Bureau of the Budget 
and the Department of Defense, however, will present the position of 
the executive branch. 

At this time, I should like to stress the fact that the record in support 
of the pending bills has been stated thoroughly and completely. It is 
found in the statements of the various associations and organizations 
which are concerned with the problems of local government; and it is 
fully set forth in the report and recommendations of the Commission 
on Intergovernmental] Relations. 

Accordingly, in order to save time and to expedite consideration of 
the pending bills, both the American Municipal Association and the 
National Association of County Officials have cooperated most. fully 
by agreeing to limit their presentations to 5 minutes of oral testimony 
today and tomorrow, supplemented by statements for the record. One 
or two local government officials have also requested an opportunity to 
ene brief statements and, of course, we will be glad to hear from 
them. 

Pending before the committee at this time are the following bills: 
S. 826, S. 1566, S. 1657, S. 2100, S. 2754, and S. 3534. All of these bills, 
with the exception of S. 3534, appear in part 1 of the these hearings. 

The last two bills were introduced after the July 1955 hearings were 
held and were not before the committee at that time, although some 
staff work on S. 2754 was incorporated in part 1. All of the agency 
comments have not yet been received with respect to S. 3534, and addi- 
tional comments are expected with respect to S. 2100, 

It is anticipated, however, that both the Bureau of the Budget and 
the Department of Defense will be prepared to testify on these bills. 

Our first witness this morning will be Mr. Robert Merriam, Assist- 
ant to the Director of the Bureau of the Budget. 

He will be followed by Mr. Don Scribner, county treasurer, Johns- 
town, N. Y., president, National Association of County Officials, and 
Mr. Alan B. Vermilya, director of finance, town of Stratford, Conn. 

At this point, we will insert in the record S. 3534, and the agency 
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comments on the pending bills. Communications submitted by various 
interested individuals and organizations will be inserted at the con- 


clusion of the hearings. 
(S. 3534 is as follows :) 


[S. 3534, 84th Cong., 2d sess. ] 


A BILL To provide for payments in lieu of taxes to State tax authorities with respect to 
certain real property subject at the time of its acquisition by the United States to real 
property tax committed to the discharge of bonded indebtedness for any public improve- 
ment 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That as used in this Act— 

(a) The term “executive agency” means any department, agency, or independ- 
ent establishment within the executive branch of the Government, including 
any corporation now or hereafter subject to the provisions of title I of the Gov- 
ernment Corporation Control Act (31 U. 8S. C. 846). 

(b) The term “Federal property” means any real property the legal title to 
which is held by the United States or any executive agency, and which is admin- 
istered by any executive agency. 

(c) The term “controlling agency,” when used with respect to any Federal 
property, means the executive agency charged with the administration of such 
property. 

(d) The term “State” means any State or Territory of the United States. 

(e) The term “State tax authority” means any State, and any county, city, 
school district, tax district, or other public entity within any State having author- 
ity to levy and collect within its territorial jurisdiction any real property tax. 

(f) The term “public improvement” means any public school, street, road, 
bridge, sewer, drainage project, or other public improvement undertaken by or 
on behalf of any State tax authority for the benefit of inhabitants of the geo- 
graphical area over which such tax authority has jurisdiction. 

Seo. 2. (a) This Act shall be applicable with respect to all Federal property 
which— 

(1) was acquired by the United States or any executive agency after 
December 31, 1954; and 

(2) immediately preceding such acquisition, was subject to the levy and 
collection, by any State tax authority within whose territorial jurisdiction 
such property is situated, of any real property tax the proceeds of which 
were committed to the discharge of any bonded indebtedness theretofore 
incurred by such tax authority for any public improvement. 

(b) AS soon as may be practicable after the effective date of this Act, the 
controlling agency for any such property shall pay to such State tax authority 
a sum equal to the total amount of such real property tax which would have 
become due and payable to such tax authority with respect to such property, in 
the period from the date of its acquisition by the United States or any executive 
agency to the effective date of this Act, if such property had remained in private 
ownership. 

(ec) After the effective date of this Act, the controlling agency for any such 
property shall pay to such State tax authority, in each fiscal year beginning on 
or after the effective date of this Act, a sum equal to the amount of any such 
real property tax which would have become due and payable to such tax authority 
with respect to such property during such fiseal year if such property had re- 
mained in private ownership. Each such payment shall be made on or before 
the date on which such real property tax is due and payable to such State tax 
authority. 

(d) No executive agency shall be required to make any payment under this 
section with respect to any Federal property for any fiscal year beginning after 
the date of final discharge of the indebtedness on account of which payments 
were required to be made under this section. 

Sec. 3. Any controlling agency which will be required by section 2 of this Act 
to make more than one payment to any State tax authority with respect to any 
Federal property may at any time pay to such tax authority, in lieu of such pay- 
ments, a single sum equal to the total amount of all payments which such tax 
authority thereafter would be entitled to receive under section 2 with respect to 
such property. 

Sec. 4, This Act shall take effect on July 1, 1956. 
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(The agency comments on the pending bills are as follows:) 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 18, 1956. 
Hon. JoHN L. McCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear SENATOR MCCLELLAN: This is in reply to your requests of September 
12 and 13 for reports on three closely related bills: S. 1566, a bill establishing 
a general policy and procedures with respect to payments to State and local 
governments on account of Federal real property and tangible personal prop- 
erty, and for other purposes; 8S. 1657, a bill to authorize the taxation of certain 
Federal property by State and local tax authorities, to provide for the pay- 
ment by Federal agencies of sums in lieu of taxes with respect to certain other 
Federal property, and for other purposes; and S. 2390, a bill to consent to 
the taxation of certain Federal property by State and local tax authorities, 
to provide for the payment to such authorities of sums in lieu of taxes with 
respect to certain other Federal property, and for other purposes. 

We have no objection to enactment of S. 1657 if amended as indicated below. 
S. 2390 is basically similar to S. 1657 and we likewise have no objection to 
S. 2390 if similarly amended. The two bills differ chiefly with respect to transi- 
tional payments on acquired properties. We do not favor enactment of S. 1566 
which is much longer and more complex than the other two bills and less in 
accord with recommendations of the Commission on Intergovernmental Rela- 
tions. 

The bills declare it to be the policy of the United States hereafter to make 
such taxpayments and contributions in lieu of taxes on account of Federal 
property as may be fair and equitable to compensate the States and their 
political subdivisions for tax revenues of which they are deprived by reason 
of Federal ownership or control of such property. 

Although the bills differ in language and organization, all three provide for 
(1) tax payments on Federal property held as security in connection with loans 
or contracts of insurance, or which bave been leased, or sold under conditional 
sale contract to a taxable person; (2) in-lieu-of-tax payments on Federal prop- 
erty devoted to commercial or industrial use, rental housing, or other govern- 
mental use except a local government use; (3) temporary transitional pay- 
ments on certain acquired properties such as certain office buildings, prisons, 
hospitals, and police and regulatory facilities; and (4) special assessments 
upon Federal real property for local improvements. The bills would establish 
a commission or review board to prescribe rules and review determinations 
by Federal agencies of amounts payable. 

S. 1566 is very similar to proposed legislation drafted in the Budget Bureau 
some 5 years ago and which has been introduced in the Congress in a number of 
preceding bills, including S. 788 of the 83d Congress and H. R. 4883 of the 84th 
Congress. The Department reported to the Senate Committee on Government 
Operations on 8S. 788 on August 12, 1953, that “the present administration should 
make a thorough review of the entire matter before endorsing the bill.” The 
Department reported to the House Committee on Interior and Insular Affairs 
on H. R. 4883 on May 31, 1955, that “We oppose enactment of the bill at this 
time * * *, The President’s Commission on Intergovernmental Relations is 
now considering the problem * * * and we accordingly suggest that the com- 
mittee defer consideration of H. R. 4883 until the Commission’s recommendations 
are available.” 

S. 1566 differs from S. 1657 and S. 2390 principally (1) in providing for 
payments to local governments not otherwise compensated for substantial 
financial burdens and for transition payments on certain types of properties 
not listed in the other bills, including national forests and Bankhead-Jones title 
IIT lands; (2) in containing more detailed language in most of its provisions; 
and (3) in reciting repeal and savings provisions. The Commission on Inter- 
governmental Relations had the benefit of the earlier proposed legislation, as 
currently embodied in S. 1566, when formulating its recent report on payments 
in lieu of taxes and shared revenues. 

The remaining two bills under consideration, 8S. 1657 and S. 2390, on the other 
hand, give evidence of having been drafted with the thinking of the Com- 
mission in mind. Although all three bills have the same purpose and cover much 
of the same ground, 8. 1657 and S. 2390 represent a later stage of development 
and are expressed in simpler and more direct terms. For these reasons we do 
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not object to enactment of either S. 1657 or S. 2390, if amended as indicated in 
the attachment, but oppose enactment of 8. 1566. 

S. 1657 and S. 2390 would affect in varying degree the national forests, Bank- 
head-Jones title III lands, research facilities, and other properties administered 
py the Department. If amended as recommended below, however, the impact 
upon the Department would be relatively slight. 

Under S. 1657 and S. 2890, as introduced, the national forests and Bankhead- 
Jones title III lands would be subject to special assessments. In addition, such 
lands would in some cases be subject to in-lieu-of-tax payments and certain of 
such lands under lease would be subject to tax payments. These two bills if 
amended as proposed would subject national forests and title ITI lands only 
to special assessments (in addition to present revenue-sharing arrangements 
which would not be changed). 

Under 8S. 1657 and S. 2390, as introduced, research facilities would be subject 
to special assessments and in-lieu-of-tax payments. We believe that Congress 
should give consideration to the fact that development of research and other 
facilities and programs of the Federal Government tends to result in greater 
employment in local communities and eventually in expanded tax bases and 
increased tax revenues. Rather than exempt research properties from all pay- 
ments, however, we are recommending that these bills be amended to substitute 
transition payments for in-lieu-of-tax payments. Transition payments would 
serve to ease the financial dislocation resulting from transfer of properties from 
local tax rolls. Research properties also would remain subject to special assess- 
ments. 

Some properties subject to tax payments have been acquired by the Farmers 
Home Administration but the Department under existing law is already making 
tax payments on a number of such properties and in-lieu-of-tax payments on 
certain other properties. The two bills would also subject these properties to 
special assessments. 

The attachment sets forth a number of amendments which we recommend be 
made in §. 1657. For the most part these would apply also to 8S. 2390 with minor 
changes to correspond with the different language used in that bill. 

The financial impact on the Federal treasury of S. 1657, if amended as pro- 
posed, would be relatively slight. Temporary transition payments would apply 
to newly acquired properties used for research but no substantial acquisition of 
such property is anticipated. We have no basis for estimating the amount of 
special assessments for local improvements. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. However, it also advises that the administration would agree to 
the enactment of legislation to authorize a policy of limited payments in lieu of 
property taxes in instances where the recent removal of real estate from the tax 
rolls by reason of its acquisition by the Federal Government for industrial or 
commercial purposes has created demonstrable financial hardship for the local 
taxing jurisdiction. 

Sincerely yours, 


True D. Morss, Acting Secretary. 


CHANGES IN §. 1657, 84rH ConerEss, Ist Session, RECOMMENDED BY THE UNITED 
Srates DEPARTMENT OF AGRICULTURE 


1. Section 6 (a) provides that no payment of taxes or payment in lieu of taxes 
shall be made with respect to any property acquired by the Federal Government 
prior to September 8, 1939. We recommend a later cutoff date such as July 1, 
1950. This would eliminate an administrative workload. In addition, the Com- 
mission on Intergovernmental Relations recommended that payments not be 
required on Federal property after the economic life of the community has ad- 
justed to the tax exempt status of such property. 

The recommended change can be accomplished by substituting “July 1, 1950” 
for “September 8, 1939” in lines 5 and 6 on page 12 of the bill. 

2. Section 6 (b) excludes from tax and in-lieu-of-tax payments to any tax 
authority, Federal property which is subject to any revenue sharing arrange- 
ment under which any portion of the revenue derived from its use or sale or from 
any product of such property is paid to such authority. Other tax authorities, 
however, under the bill are entitled to claim payments. We recommend that 
the bill be amended to exclude such properties also from claims from tax au- 
thorities other than those to whom revenue sharing payments are made. 
Properties of this kind are already making a contribution to the support of 
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State local governments and to subject them to additional tax or in lieu of tax 
responsibilities would impose a double burden upon the Federal owner. 

There are certain properties used in connection with but not technically having 
the status of properties subject to revenue sharing arrangements such as national 
forest headquarters, repair shops, roads, telephone lines, easements, and rights- 
of-way not located on national forest lands, We recommend that such proper- 
ties also be excluded from tax and in-lieu-of-tax payments. 

The recommended changes can be accomplished by deleting lines 18, 19, and 
20 on page 12 of the bill and by adding following line 17 the words “or which is 
used in connection with but does not technically have the status of such prop- 
erty.” The bill would then exclude from tax or in-lieu-of-tax- payments “any 
Federal property which * * * is the subject of any revenue sharing arrange- 
ment entered into under authority of Federal law or which is used in connection 
with but does not technically have the status of such property.” 

8. Section 6 (b) excludes from. tax and in-lieu-of-tax payments property 
devoted primarily to local governmental use. The Commodity Credit Corpora- 
tion owns in excess of 175,000 grain-storage structures on more than 3,900 sites 
located throughout 31 States. These structures have been erected on real prop- 
erty leased to the Corporation and would appear to be “tangible personal prop- 
erty” as defined in section 8 (n). The program of the Commodity Credit Cor- 
poration for erection of grain-storage structures was undertaken in order to 
serve local needs for the storage of commodities and is temporary in nature. It 
appears, therefore, that the bill would not authorize payments on such grain- 
storage structures. However, since the exclusion is not explicit, the Depart- 
ment may receive many requests from State and local governments for payments 
in lieu of taxes which could not be made because of the limitations in the bill. 
Enactment of the bill in its present form thus may require this Department to 
expend administrative funds unnecessarily in handling such requests and may 
adversely affect relationships between the Department and State and local gov- 
ernments, We recommend, therefore, that such grain-storage structures be 
specifically excluded. 

The recommended change can be accomplished by inserting the words “grain- 
storage structure belonging to the Commodity Credit Corporation” following the 
word “Administration” in line 2 on page 13 of the bill. 

4. Section 6 (c) exempts from tax and in-lieu-of-tax payments nonindustrial 
and noncommercial Federal properties of a national or broad regional character 
such as prisons, hospitals, and police and regulatory facilities. Such properties 
are, however, subject to special assessments and some of such properties are 
subject to transitional payments. 

Federal property used or held for research purposes is similar to other public- 
service properties that are exempt from payments in lieu of taxes. Federal 
research is not an income-producing activity and is not competitive with private 
industry. Results of agricultural and forestry research benefit the local public 
as well as the Nation as a whole, and lead to increased agricultural and forest 
incomes and expanded local tax bases. Federal agricultural and forestry re- 
search also is conducted in close cooperation with State and other local public 
agencies with facilities that, if State owned, would ordinarily be exempt from 
local taxation. Federal research properties are relatively few in number and 
acquired properties have never constituted more than a very small part of the 
local tax base. Fundamentally, such properties are used for general-public 
purposes as in the case of other properties listed in section 6 (c). We accord- 
ingly recommend that agricultural and forestry research facilities be made sub- 
ject to transition payments instead of in-lieu-of-tax payments. 

The recommended change can be accomplished by inserting an additional 
paragraph in section 6 (c) following line 12 on page 14 as follows: 

“(14) facility used in the performance by any Federal agency of any agricul- 
tural or forestry research activity.” 

5. Section 7 provides a limitation on in-lieu-of-tax payments in order to pre- 
vent “windfalls” or unwarranted Federal payments to local governments. When- 
ever the aggregate amount of such payments for any fiscal year to any tax 
authority exceeds the aggregate amount of taxes levied by such tax authority 
upon all non-Federal taxable property within its jurisdiction, the bill provides 
that a Federal agency may apply to the Review Board for an order requiring a 
reduction in the amount so payable. 

Although this limitation, if the bill is amended as proposed, would affect the 
Department in relatively few instances, we believe that some such limitation 
should be provided. We question, however, the wisdom of the limitation now 
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contained in the bill. We agree with the comment of Mr. Folsom, a member of 
the Commission on Intergovernmental Relations, found on page 66 of the Com- 
mission’s Task Force Report on Payments in-Lieu-of-Taxes and Shared Revenues. 
This comment was to the effect that the Federal payment on account of a parcel 
of property should bear a reasonable relationship to the taxes which that prop- 
erty would produce if it were not required for Federal purposes and were, 
instead, utilized by taxable private enterprise. We also agree with Mr. Folsom 
that review of local budgets by a Federal agency, as would be required of the 
Review Board in making its determination, should be avoided as far as possible. 

We recommend, as an alternative to the above provision, a substitute basis for 
limiting in-lieu-of-tax payments as formulated by Mr. Folsom. That part of the 
assessed valuation (on which the Federal payment is based) which relates to 
buildings, improvements, and tangible personalty (as distinguished from the 
land) should bear no greater relationship to the assessed valuation of the land 
than prevails typically for similarly zoned or classified land within the taxing 
jurisdiction. In the absence of taxable parcels of land similarly zoned or classi- 
fied within the taxing jurisdiction, the limitation should be based on the ratio 
prevailing in nearly comparable taxing jurisdictions. 

To limit this provision to the relatively small number of cases in which the 
windfall would otherwise be very substantial, its application should be limited 
to those Federal properties (operating units) on which the Federal payment 
would exceed $100,000 per year. To prevent erratic results at the margin, it 
should be provided that the limitation should in no case reduce the payment 
below $100,000. 

The recommended change can be accomplished by deleting section 7 (a) in its 
entirety and substituting the following: 

‘Section 7 (a). Whenever the aggregate amount of payments authorized by 
section 5 to be made for any fiscal year to any State tax authority by one or 
more Federal agencies with respect to all property of the classes described in 
paragraphs (1) and (3) of section 5 (a) exceeds the sum of $100,000, any such 
Federal agency may apply to the Board for an order requiring a reduction in 
the amount so payable by such Federal agency. In considering such applica- 
tions the Board shall be governed by the following limitation: that part of the 
assessed valuation (on which the Federal payment is based) which relates to 
buildings, improvements and tangible personalty (as distinguisted from the 
land) shall bear no greater relationship to the assessed valuation of the land than 
prevails typically for similarly zoned or classified land within the taxing juris- 
diction. In the absence of taxable parcels of land similarly zoned or classified 
within the taxing jurisdiction, the limitation shall be based on the ratio pre- 
vailing in nearly comparable taxing jurisdictions. Such limitation, however, 
shall in no case reduce the payment below $100,000.” 

6. Section 8 (a) provides that transitional payments shall be made on Federal 
property meeting the three conditions specified in paragraphs (1), (2), and (3). 
Included are properties acquired by the United States during the decade pre- 
ceding enactment of the bill. Elimination of the transition payments on such 
properties would avoid an administrative burden without material loss of 
revenue to local governments. In recent years very few properties of the type 
eligible for transition payments have been acquired by this Department. We 
recommend therefore that transition payments apply only to property acquired 
after enactment. 

The recommended change can be accomplished by deleting the words “which 
is 10 years before the date” from lines 1 and 2 on page 17. The paragraph will 
then read “(2) was acquired by the United States or any Federal agency on or 
after the date of enactment of this act ; and.” 

If the bill is not amended as proposed to eliminate transitional payments on 
properties acquired prior to enactment, we recommend as provided by S. 2390 
that payments be made only for such balance of the 10-year period after Federal 
acquisition as remains following the effective date of the bill. 

The recommended change can be accomplished by deleting the semicolon fol- 
lowing the word “Act” in line 2 on page 17 of the bill and inserting the following: 
“provided that for the purpose of determining the amount payable on properties 
acquired by the Federal Government prior to the effective date of the Act, pay- 
ment shall be deemed to have been made pursuant to this section for each fiscal 
year which ended before the effective date of the Act.” i 

7. Section 8 (b) provides as a basis for determining transitional payments 
the aggregate amount which would be payable with respect to such property if 
subject to in-lieu-of-tax payments. We recommend instead use of the basis con- 
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tained in S. 2390, i. e., a sum equal to the average annual amount of taxes levied 
upon such property during the two complete tax years which immediately pre- 
ceded the date of Federal acquisition. We believe that use of the latter basis 
is more in accord with the theory of transitional payments to lessen the shock 
of tax loss resulting from Federal acquisition and is more equitable since pay- 
ment would be directly related to the loss of tax revenue sustained by reason of 
Federal acquisition. The change would mean that the value of improvements 
constructed by the Federal Government following acquisition would not become 
part of the transitional payments base. 

The recommended change can be accomplished by deleting lines 9 through 12 
on page 17 of the bill and substituting the following: 

“(1) The average annual amount of the tax levied by such authority upon 
such property during the two complete tax years which immediately preceded 
the date of such acquisition.” 

8. Section 9 provides that Federal property shall be subject to the levy and 
collection of special assessments to the same extent and under the same condi- 
tions as other property of like class. We believe that this provision is dangerous 
in that it would expose Federal property to assessments by local governments 
for drainage, irrigation, roads, or other types of local improvements which might 
be in conflict with the program for which the properties are being administered. 
We accordingly recommend that special assessments on Federal real property be 
authorized only when it is determined by the Federal agency administering the 
property that the improvements are in the interest of the United States. 

The recommended change can be accomplished by adding the following language 
after the words “Federal property” in line 12 on page 18: 

“and whenever the Federal agency administering the property determines that 
the improvements are in the interest of the United States.” 

9. Section 16 provides that the payment provisions (secs. 4, 5, 8, and 9 relating 
respectively to tax payments, in-lieu-of-tax payments, transition payments, and 
special assessments) become effective on July 1, 1955, and that all other provisions 
become effective upon enactment. Since July 1, 1955, has now passed and since 
the date of enactment is uncertain, we recommend that the effective date for the 
payment provisions be July 1 next following enactment. 

The recommended change can be accomplished by substituting the words “next 
following enactment of the Act” for the numerals “1955” in line 23 on page 26. 

10. We wish to call attention to an error in line 14 on page 7 and in line 3 on 
page 17. In each case the reference should be to section (4) rather than to 
section (2). 

11. Section 4 (a) (1) makes subject to tax “any property legal title to which 
is held by a Federal agency to secure any Federal agency against loss in connec- 
tion with any loan,” etc. Commodity Credit Corporation makes loans for the 
purchase and erection of portable grain bins which are secured by a chattel mort- 
gage thereon. Such bins are subject to taxation, but a number of courts, where 
the issue has been raised, have recognized that the mortgage lien of Commodity 
Credit Corporation attaches before any tax and that the Corporation, if it fore- 
closes, takes over clear of such tax lien. The forgoing section 4 (a) (1) would 
appear to make the tax lien superior in those States which hold that a mortgagee 
has legal title to the mortgaged property. In other States which hold that the 
mortgagor holds legal title and the mortgagee has but an equitable title in the 
property, it might be argued that Commodity Credit Corporation’s right would 
not be affected by the bill. It is recommended therefore that this provision be 
amended in order to make it apply uniformly in all States. 

The recommended change can be accomplished by changing the phrase “legal 
title to which is held by” to read “legal title to, or other interest in, which is 
held by.” 

12. Section 6 (d) (1) excludes from the provisions of the bill “any agricul- 
tural commodity in the custody of any Federal agency.” Commodity Credit 
Corporation acquires agricultural products as well as agricultural commodities 
under its price support program and also converts agricultural commodities ac- 
quired under the program into products which it continues to hold, such as soy- 
beans into soybean oil, cottonseed into cottonseed oil, tung into tung oil, ete. 
These products should be exempted as well as agricultural commodities held 
in their original form. Also the use of the phrase “in the custody of” any 
Federal agency creates an ambiguity. Custody is sometimes used in contra- 
distinction to ownership or possession. 

The recommended changes can be accomplished by changing the phrase “agri- 
cultural commodity in the custody of any Federal agency” to read “agricultural 
commodity or product owned by or in the custody of any Federal agency.” 
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DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 18, 1956. 
Hon. JoHn L. McCLe.ian, 
Chairman, Committee on Government Operations, 
United States Senate. 


Deak SENATOR MCCLELLAN; This is in reply to your request of September 13, 
1955, for a report on 8. 2754, a bill to authorize the taxation of certain Federal 
real property by State and local tax authorities, and for other purposes. 

We oppose enactment of the bill. 

The bill would provide for State and local taxation of Federal real property 
other than that which (1) if privately owned or controlled would be exempt 
from tax because of the use to which it is devoted, (2) is the subject of any 
revenue-sharing arrangement entered into under authority of Federal law where 
such revenue equals or exceeds the tax which would otherwise be levied, and 
(3) is devoted primarily to a specified local use such as a United States court- 
house, post office, prison, or hospital. In addition, the bill provides that Federal 
real property shall be subject to special assessments to the same extent and 
under the same conditions as other property of like class. 

The bill would affect national forest and Bankhead-Jones title III lands 
together with some 200 other properties administered by this Department. 

We do not believe that one uniform system providing for outright taxation 
of Federal property by State and local authorities represents a desirable method 
of compensating such authorities for loss of revenues resulting from Federal 
ownership of such property. The recent report of the Commission on Inter- 
governmental Relations, for example, recommended a combination of tax pay- 
ments, in-lieu-of-tax payments, transition payments, special assessments, and 
revenue-sharing payments that would take into account both the character of 
use of Federal holdings and existing practices covering Federal contributions 
to State and local governments. 

Provisions of 8. 2754 covering lands subject to revenue-sharing arrangements, 
including the national forests and Bankhead-Jones title III lands, would re- 
quire annual calculation of tax payments and Federal review of claims for 
many thousands of tracts located in thousands of taxing districts. Where the 
taxes that were being claimed exceeded revenue-sharing payments, the Federal 
Government would be required to make tax payments; in most cases the differ- 
ence would be relatively small. We believe that the administrative costs en- 
tailed by such a program would be unduly heavy. 

Consent to special assessments as authorized by the bill would expose the 
United States to levies for local improvements which might be of little or no 
benefit to the Federal Government and which might conflict with the basic 
purpose for which the Federal lands are being administered. We believe that 
legislation providing for payment of special assessments should authorize such 
assessments only when it is determir2d by the Federal agency administering the 
property that the improvements are in the interest of the United States. 

The bill authorizes appropriations to each Federal agency of such sums as 
may be required for the discharge of its duties and obligations under the act. 
The annual costs to this Department of carrying out the provisions of the bill 
if enacted are roughly estimated at $14 million annually. The major part of 
this estimate represents annual tax payments that would be required, over and 
above the existing revenue-sharing payments, on national forest property. The 
balance represents administrative costs and tax payments on other classes of 
property administered by this Department. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 





DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, April 18, 1956. 
Hon. Jonn L. MoCieran, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CHAIRMAN: I refer to your request to the Secretary of Defense for 
the views of the Department of Defense with respect to S. 2100, 84th Congress, 
a bill to prohibit agencies of the United States from entering into contracts under 
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which private contractors are constituted agents of the United States to purchase 
property necessary to carry out such contracts. The Secretary of Defense has 
delegated to this Department the responsibility for expressing the views of the 
Department of Defense. 

This bill provides that no agency of the United States shall enter into any 
contract with any private person whereby such person is constituted an agent 
of the United States with the authority to purchase or acquire property in the 
name of the United States to carry out such contract. Any such contract made 
after enactment of this bill would be void insofar as the application of the laws 
of any State or Territory (including the District of Columbia) imposing taxes 
on the sale or use of such properties is concerned. 

It is the policy of the Department of Defense not to designate prime contrac- 
tors on cost-type contracts to be performed within the continental limits of the 
United States as agents of the Government for the purchase of supplies in order 
to avoid the imposition of taxes. Thus the Department of Defense is already 
attaining the objective of 8. 2100. Since the primary objective of the proposed 
bill is already being attained within the Department of Defense as a matter of 
policy, enactment of §. 2100 is considered unnecessary. 

In addition, it is possible that the right to utilize an agency concept could 
become essential in event of a new national emergency. It would be inadvisable 
to preclude by statute the possibility of invoking the use of the agency concept, 
as needed, under such special circumstances. 

In the event the Congress, despite our recommendation, deems that favorable 
consideration should be given 8. 2100, the Department of Defense recommends 
that the bill be amended to preserve to the Government and its agencies the 
right to constitute contractors as purchasing agents in time of war or national 
emergency. Further, if the bill is to be given favorable consideration, the De- 
partment ef Defense recommends that the bill be amended to continue the 
authority to designate contractors as agents of the United States in the case of 
contracts to be performed in areas outside the continenal United States. Past 
experience of this Department in the construction of overseas bases and facili- 
ties has indicated that very substantial economies can be realized at such loca- 
tions by permitting contractors to act as agents of the Government. Exemptions 
from foreign customs and other foreign legislation can sometimes be obtained 
only by use of the agency concept. The occasional designation of private con- 
tractors as agents of the Government would, therefore, be justified in areas out- 
side the continental United States because of these substantial economies. 

ihe Repent of Defense is unable to accurately estimate the fiscal effects 
of this bill. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 


Sincerely yours, 
Donatp A. QUARLES. 


(The following communication from Mr. R. C. Lanphier, Jr., 


Deputy Assistant Secretary of Defense (Supply and Logistics), to 
the Director of the Bureau of the Budget, was submitted be the De- 
partment of Defense in further explanation of its policy concerning 
the designation of contractors as agents of the Government for the 
purpose of making purchases for Government use :) 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., January 28, 1955. 
Hon. Row.Lanp Huenues, 
Director, Bureau of the Budget, 
Washingion, D. C. 

Dear Mr. Hueues: In response to an informal request from your office, we 
wrote you on May 18, 1954, concerning the designation of contractors as agents 
of the Government for the purpose of making purchases for Government use. 
Senator Gore had written Mr. Dodge on March 1, 1954, inquiring as to the extent 
such procedures, as exemplified in Kern-Limerick Inc. v. Scurlock (347 U. S. 
110, 1954), constituted general policy. 

Our letter advised that the only, instances in which a contractor had been 
constituted as an agent for the Government for the purpose of making purchases 
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and to pledge the credit of the Government therefor, were limited to some cost- 
plus-a-fixed-fee construction contracts of the Navy. Report was also made of 
the fact that neither the Army nor the Air Force used the device and that the 
Navy made no use of it in any other type of contract, including firm fixed-price 
construction contracts. 

We also indicated that whether use of the purchase-agent device would be 
extended or continued was being studied by a committee composed of repre- 
sentatives of the military departments as well as the Office of the Secretary of 
Defense. In accordance with our commitment to provide you with the results of 
that study, we wish to advise that this study has now been completed. It has 
been determined that it will be the policy of the Department of Defense not 
to designate prime contractors on cross-type contracts to be performed within the 
continental limits of the United States, as agents of the Government for the 


purchase of supplies. 
Sincerely yours, 
R. C. LAMPHIER, Jr., 
Deputy Assistant Secretary of Defense 
(Supply and Logistics). 


ATOMIC ENERGY COMMISSION, 
Washington, D. C., March 5, 1956. 
Hon. Joun L, McCLeLLan, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear SENATOR MCCLELLAN : You have requested the comments of this Commis- 
sion on 8. 2100. That bill would prohibit any agency of the United States from 
entering into any contract by which a private person is constituted an agent of 
the United States for the purpose of purchasing or acquiring property neces- 
sary to carry ‘out his contract, and with authority to purchase or acquire such 
property in the name of the United States or agency thereof. It would further 
render null and void, insofar as the application of State and local use taxes are 
concerned, any contract provisions constituting such a person an agent to pur- 
chase or acquire property. 

The bill would appear to have two objectives: (1) To permit imposition of 
State and local sales and use taxes on purchases made by the United States 
through agents and (2) to prohibit the use by the United States for any pur- 
pose of contracts constituting the contractor a purchasing agent. 

To the extent that the bill deals with a problem of State and local taxation, we 
believe it is a departure from sound principle. In Alabama v. King and Boozer 
(314 U. 8. 1), the Supreme Court adopted the principle that a State may not 
constitutionally levy a sales or use tax on purchases made by the United States 
Government, whether or not such purchases are made through a contractor. 
It declared the question in such cases to be whether the United States was the 
purchaser ; if it was, the transaction was tax-exempt, while if the contractor 
was the purchaser, the transaction was taxable. Finding in that case that the 
contractors made the purchases with their own funds and on their own credit, and 
did not have “the status of agents of the Government to enter into contracts 
or to pledge its credit” (314 U. S. at 13), it held the United States was not 
the purchaser and the transaction could be taxed. In Kern-Limerick, Inc. 
v. Scurlock (347 U. 8. 110), the Court, on a different set of facts, concluded that 
the United States was the purchaser, since the contractor executed the purchase 
documents on behalf of and as agent for the United States. In short, the Court 
held that the United States, like any private person, could act through an agent 
and that when it did so it was, as principal and under accepted doctrines of 
agency, the real party to the purchase transaction. The result is consistent 
with numerous decisions which have held in appropriate circumstances that a tax 
may be deemed imposed on the United States even though formally assessed 
against a private party (e. g., United States v. Alleghany County, 322 U. S. 174, 
186-189, and cases cited ; cf. Mayo v. United States, 319 U. S. 441). 

Accordingly, we do not perceive a sound basis for distinguishing, for tax 
purposes, between purchases made by the United States directly and through 
contractors acting as agents. 

S. 2100 as drafted, however, would do more than consent to the taxation of 
certain governmental purchases which are now tax exempt. Section 2° would 
declare purchase agency provisions “void” for certain purposes and section 1 
would prohibit the entering into such provisions for any purpose. The effect 
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would be to deny to the United States and its agencies, notwithstanding the provi- 
sions of any other act, the authority to enter into contracts constituting a private 
person a purchasing agent. Such a prohibition would significantly affect the 
operations of this Commission. 

The authority of the Commission to constitute contractors its agents is sup- 
ported by Kern-Limerick Co. v. Scurlock, supra, and by DuPont v. Washington 
(267 P. 2d 677). 

The Commission’s practice has been to conduct its operations to the maximum 
degree possible through contractors, thereby availing itself of industrial expe- 
rience and ability, keeping to a minimum the size of the Commission's staff, and 
promoting ultimate industrial participation in the atomic energy industry. In 
general, it has not entered into contracts expressly designating the contractor as 
agent. In some situations, however, it has found that particular functions can 
most effectively be carried out by contracts of express agency. These include the 
following: 

(1) In the area of community management several contractors have been ex- 
pressly designated agents to lease and manage Government-owned real property, 
and to operate Government-owned transportation systems, public utility systems, 
and hospitals on behalf of the Commission. In each of these cases, since the con- 
tractor is an agent for all other purposes, it would appear inappropriate to give 
it a different status for purposes of procurement of property needed for the con- 
tract work. 

(2) Pursuant to the Federal Property and Administrative Services Act, 
many basic commodities needed by the Commission and its contractors for the 
carrying out of programs authorized by the Atomic Energy Act are procured 
through General Supply Schedule Contracts entered into by the General Services 
Administration for the benefit and use of other agencies of the United States. 
For purposes of administration, it has been found most efficient to authorize the 
Commission’s cost-type management contractors to place orders against such 
contracts as agents for the Commission, rather than have the Commission place 
such orders. This arrangement has been acceptable to the General Services 
Administration and has worked effectively to expedite the contractors’ operations 
on behalf of the Commission and to minimize the number of Commission person- 
nel required. In these cases, although the contractor may not be expressly desig- 
nated an agent for other purposes, it is necessarily an agent for the purpose of 
exercising rights under contracts entered into in the name of the United States, 
and is so designated. 

(3) In a number of other situations the Commission has found it convenient 
to appoint cost-type management contractors its agents for the purpose of ad- 
ministering many substantial procurement contracts which were placed directly 
by the Commission. In such cases the contractor so designated may perform 
many of the purchasing functions, such as receiving, inspecting, accepting or 
rejecting, and paying for the purchased materials on behalf of the Commission. 
While we do not believe such a relationship would. come within S. 2100, the 
broad language of the bill as presently drafted might create doubts. 

In addition to these situations, the bill might also create doubts with respect 
to a very large volume of purchases conducted by Commission cost-type con- 
tractors. Most of the Commission’s major cost-type contracts may properly 
be described as management contracts under which the contractor is retained 
to construct or operate for the Commission facilities which the Commission 
owns. Typically, in such cases the contractor uses no funds of its own but is 
authorized to make payments out of Government funds which are advanced 
to it and held in a special Government contract account for the purpose. Typi- 
cally, also, the contract provides that title to all goods purchased passes directly 
from the vendor to the United States—a provision which, among other things, 
renders theft or mutilation of such materials a Federal offense, facilitates trans- 
fer of them between Commission contractors as needed, and eliminates possible 
problems as regards claims or liens against such property stemming from other 
activities of the contractor not related to AEC work. In such cases, while 
the contractor is not expressly designated an agent, it is given authority to pur- 
chase or acquire property in the name of the United States, and to expend funds 
of the United States for that purpose. Consequently, there might be some ques- 
tion, should 8. 2100 be enacted, whether this form of contracting would continue 
to be permissible. 

Each of the forms of contracting described above has been adopted by the 
Commission because it was found to have significant practical advantages wholly 
apart from any tax consequences that might ensue. In particular, the Com- 
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mission’s method of contracting has facilitated the administration of a vast 
procurement effort, generally conducted under very tight time schedules, with 
a minimum of Government personnel, while yet retaining basic financial and 
accounting checks necessary to safeguard the public interest. Adoption of 
S. 2100 might impose limitations on the Commission’s contracting power, not 
based on any study of the particular situations which led to the adoption of 
particular contracting procedures, which would operate to the disadvantage of 
the Commission’s program. 

For the foregoing reasons we would not recommend enactment of 8S. 2100. 

The Bureau of the Budget has advised that it has not objection to the trans- 
mittal of this report. 

Sincerely yours, 
K. E. F1eLps, General Manager. 


ATOMIC ENERGY COMMISSION, 
Washington, D. C., April 18, 1956. 
Hon. JoHn L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Senator McCLetitan: This is in response to your requests for com- 
ment on bills 8. 826, S. 1566, S. 1657, S. 2390, and S. 2754 of the 84th Congress, 
which would variously authorize taxation of certain Federal property by State 
and local tax authorities, and provide for payment by Federal agencies of sums 
in lieu of taxes with respect to certain other Federal property. 

We have been informed by Senator Humphrey, of your committee, of the 
preliminary hearing on these bills which was held July 25, 1955, and of a con- 
templated further hearing in April, at which he will preside. The Commission 
believes that this letter will adequately express its views on the proposed legis- 
lation and has no desire to be heard orally. 


THE BILLS 


As a preliminary matter, comment by the Commission on S. 826 would not 
appeer to be necessary because of its specific exemption for AEC property. 
S. 826 would permit State and local taxation of, or payments in lieu of taxes on, 
defense production facilities. By definition, in section 3 (c) of S. 826, a defense 
production facility would not include property owned or used by the AEC for 
purposes of the Atomic Energy Act of 1946, as amended. The reference to the 
1946 act, as amended, would embrace the current Atomic Energy Act of 1954. 

S. 1566, S. 1657, and 8. 2390 open with the premise and declaration that the 
Federal Government is under no constitutional obligation to pay taxes or make 
contributions in lieu of taxes on account of Federal property. S. 1566 would 
declare it the policy of the United States to avoid, insofar as feasible, impair- 
ment of State and local finances through Federal acquisition of real or certain 
tangible personal property or Federal requirements for State and local services 
arising directly from Federal ownership or use of property. S. 1657 and 8S. 2390 
would, in somewhat similar vein, declare it to be the policy of the United States 
to make fair and equitable tax payments and contributions in lieu of taxes to 
compensate the taxing authorities for tax revenue of which they are deprived 
by Federal ownership or control of property. All three bills state the purpose 
to avoid inequities between State and local taxpayers and Federal taxpayers 
in the distribution of tax burdens and governmental costs associated with 
Federal ownership or use of property. It is further stated that the State and 
local governments would be expected when requested, to make available to the 
Federal property, and residents thereon, the public services accorded other prop- 
erties and residents upon the same terms. 

In furtherance of these declarations and policies, the 3 bills set forth 2 broad 
groupings of provisions providing: 

First, consent to State and local ad valorem taxes on certain classes of prop- 
erties, principally property to which the Federal Government holds title to pro- 
tect its financial interest in connection with loans or contracts of insurance or 
guaranty, or property to which it holds title but leases its interest or sells it 
conditionally to taxable persons; and 

Second, payments in lieu of taxes to State and local governments on broad 
categories of Federal properties. While S. 1566 differs from S. 1657 and S. 2390 
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in major respects, in general the kinds of Federal property subject to such pay- 
ments in lieu of taxes might be described as properties in commercial or indus- 
trial use by the Federal Government, properties used for Federal activities 
serving primarily national or broad regional interests and not primarily serv- 
ing the local public, and certain Federal rental housing. 

In addition to authorizing direct taxation or payments in lieu of taxes on 
these categories of Federal property, the bills would permit levies of special 
assessments for local improvements against Federal real property in the same 
manner and under the same conditions as against private real property; and 
would also authorize so-called transitional payments in lieu of taxes for a lim- 
ited period of years on property which would remain exempt from taxes or 
excluded in calculating payments in lieu of taxes under the bills, but which 
properties were recently acquired by the Federal Government (within a speci- 
fied period of years) and removed thereby from the tax rolls. 

Each of the three bills contains detailed administrative provisions, and provi- 
sions for a central Federal agency to guide and assist the Federal owning agen- 
cies, and the State and local taxing agencies claiming contributions. 

In contrast to the foregoing three bills, S. 2754 dispenses with payments in 
lieu of taxes and transitional payments and would meet the State and local tax 
problem by consenting to direct State and local taxation of all Federal real 
property (with some stated exceptions) and to the levy thereon of special assess- 
ments for local improvements. 


COMMENT 


1. The decision to waive any portion of the Federal immunity from State and 
local property taxes, or to institute a governmentwide program of payments 
in lieu of such taxes on federally owned property, is obviously a matter of far- 
reaching policy in which the Congress and the President must weigh against 
the cost to the Federal Treasury the burdens which Federal activities may have 
placed on State and local governments and their tax revenues. In this respect 
your committee and the Congress have the benefit of the report of the Commis- 
sion on Intergovernmental Relations, based upon its underlying Study Committee 
Report on Payments in Lieu of Texas and Shared Revenues. The Intergovern- 
mental Commission recommends “a broad system of payments in lieu of property 
taxes to State and local governments * * * to help preserve financially healthy 
local governments.” The underlying reason ascribed is stated thus: “Present 
tax immunities of Federal property have weakened many local governments. 
The States and the National Government share in the responsibility for avoid- 
ing actions which impair the financial ability of local governments. Equity 
as between Federal and local taxpayers requires the National Government to 
make appropriate payments. These should be based largely on the property tax 
system, which is the main source of local revenue.” Intergovernmental Com- 
mission Report, page 108. 

While the broad cross-section of cases which have come to the attention of 
the Intergovernmental Commission may support its conclusion and reason, there 
is little in the AEC’s lesser but direct experience with its properties which would 
justify a similar conclusion respecting the localities where the AEC properties 
are situated. As reflected in the GSA inventory of June 30, 1955 (S. Doc. 100, 
84th Cong., 2d sess., Feb. 14, 1956), AEC owns 75 installations in 26 States 
valued at a cost of: Land, $73,404,000; buildings, structures, and facilities, 
$2,631,147,000 ; total cost, $2,704,551,000. As of the same date, the equipment 
at these installations was valued at $2,961,625,000, and AEC production inven- 
tories in process and stores incidental to production totaled $1,318,487,000. (H. 
Rept. 1930, 84th Cong., 2d sess., Mar. 21, 1956, Real and Personal Property In- 
ventory of the U. 8S. Government, p. 10.) AEC administers these properties 
under a statute permitting payments in lieu of taxes to State and local govern- 
ments, generally limited to an amount not in excess of the taxes which would 
have been payable on the property in the condition it was acquired, except 
where special burdens have been cast upon the State or local government by 
Commission activities but subject to a balancing off of any benefit accruing to 
the State or local government from the activities carried on. (Sec. 168, Atomic 
Energy Act of 1954, formerly sec. 9 (b), Atomic Energy Act of 1946.) The only 
payment in lieu of taxes that has been and is being made is to Du Page County, 
IIL, the locality of the Argonne National Laboratory, in the sum of $13,225 per 
annum. While there have been some discussions in the past involving a few 
other communities, there is not now pending and active any substantiated re- 
quest for payment in lieu of taxes, other than Du Page County. 
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It may be, as noted in another connection by a member of the Study Com- 
mittee (Study Committee Rept., p. 175), that the AEC properties are in a class 
by themselves as evidenced, in one respect, by the United States paying the 
operating costs of the three principal AEC towns, In another respect, when 
certain special problems have been created in a few communities, such as the 
need for school or housing assistance by virtue of the numbers of people brought 
in or attracted by the activity, AEC has used specific authority, or called on the 
Federal agencies having special competence and powers, to cope directly with 
the need. In some of these cases, payments in lieu of taxes would not have met 
the needs since they arose outside the taxing districts where the Federal prop- 
erties were located. 

It may also be that AEC’s property acquisition is distinguishable from the 
pattern of tax removal which the Intergovernmental Commission has regarded 
as the cause of municipal difficulties. In the first place, the vast national invest- 
ment in AEC properties is largely in pioneering and piloting forms of indus- 
trialization, and in research and development having industrial purposes or 
uses, far beyond the monetary or risk capacity of ordinary private enterprise. 
In the second place, the bulk of AEC properties are in rural areas occupying very 
little of the total Federal acreage and containing improvements of a value far 
in excess of what could normally be expected for such land (see GSA table 7, 
S. Doe. 100, 84th Cong., p. 76). In these circumstances there is little but a 
theoretical contention that the Government has removed from local tax rolls 
what would otherwise have been valuable commercial tax assets if the land had 
remained privately held. 

In any event, the AEC is not in a position to say that the current Federal 
ownership and occupancy of property under its jurisdiction has created hard- 
ships on the State or local governments of such proportions as to warrant any 
different program or greater authority for making in-lieu payments than the 
Commission now has. 

2. If the Congress determines that a general program of contributions to local 
governments on account of Federal ownership of property is desirable, and does 
not propose to allow an exemption for ANC properties comparable to that pro- 
vided in S. 826, the Commission would like to express its preference for a system 
of payments in lieu of taxes on Federal real estate over the proposal for across- 
the-beard consent to direct taxation of Federal real estate contained in S, 2754. 
Real property, in the contemplation of any of the bills under consideration, 
includes the improvements thereon. Certainly, in the case of the AEC properties, 
as noted above, the value of the improved real estate, if used as a tax base with- 
out ceiling or adjustment, would lead to making a Federal contribution far in 
excess of what would appear to be equitable. The Commission on Intergovern- 
mental Relations has advocated the system of payments in lieu of taxes rather 
than submission to direct taxation, and its Study Committee has pointed up the 
historical and practical reasons for the preference except in the minor group of 
eases covered by its recommendation No, 2 relating to leased property and the 
like. 

3. One of the major differences between S. 1566, on the one hand, and §S. 1657 
and §. 2390, on the other, is the treatment of tangible personal property for tax 
or in-lieu payment purposes, 

S. 1566 would subject to contribution or tax only that tangible personal prop- 
erty owned by the Federal Government which, by reason of its attachment to 
real property, has a fixed location. 

S. 1657 and 8. 2390 follow the Study Committee recommendations which lump 
real and tangible personal property (with certain stated exceptions) and include 
as subject to Federal contributions all pesonal property incidental to Federal 
industrial or commercial activities. Included are: machinery, machine tools, 
raw materials, and semifinished goods being used or held in inventory for manu- 
facture or processing and in the hands of the Government directly or through 
its contractors under arrangements vesting title in the Government. Excluded 
are finished products, the stockpile of strategic and critical materials or machin- 
ery, stocks of agricultural commodities, and personal property used in the gen- 
eral administration of the Government or in dead storage. Study Committee 
Report, pages 57, 63. 

The Study Committee rested its inclusions and exclusions of personalty on a 
use test, and justified its inclusions of the various types of movable personal 
property and inventories on the ground that they are devoted to uses comparable 
to those made of private personal property, and its exclusions of the others on 
the ground that these types of personalty are devoted to purposes either tradi- 
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tionally governmental or so vast and unique that no private persons responding 
to customary market-place considerations could reasonably discharge them. 
Study Report, page 57. 

If the study committee rationale is a sound one, we would certainly urge 
that the Atomic Energy Commission production inventories in process, stores 
incidental to production, and other personalty, valued at several billion dollars, 
are devoted to purposes “so vast and unique that no private persons responding 
to customary market-place considerations could reasonably discharge them”’ 
and warrant placement in the exempt category. 

This treatment would be consistent with the historical and practical consid- 
erations which have given rise to the local tax problem. It has been pointed 
out by the study committee that the problem arose from the removal from tax 
status of large areas of lands in the Western States, and spread in more recent 
vears to urban locations by reason of Federal acquisition of industrial plants. 
Study Committee Report, pages 26-27. This has not been the history of AEC, 
which has acquired comparatively little of the Federal total land and has built 
its own costly facilities mostly in nonurban locations. In many respects the 
AEC facilities are unlike anything before and represent an investment for uses 
that private industries could not undertake unassisted by the Government. Thus, 
overall, the AEC holdings have not meant any substantial taking away of formerly 
taxable items. Likewise, the vast inventories of materials and equipment have 
represented an introduction of new and unusual items of personalty beyond 
equation with the past and current capacity of governmentally unassisted private 
industry. 

To include this kind of personal property in local taxing, or in contributions in 
lieu thereof, would certainly tend to build up the windfall which the study com- 
mittee has sought to reduce by other recommendttions. 

Moreover, your committee and the Congress might well consider that by 
including movable personal property—production inventories, machinery, and 
equipment—in its proposed solution of the local government tax problem it may 
be helping to perpetuate a widely condemned and inequitable form of local 
taxation. As early as 1910 the National Tax Association labeled the general 
property tax in its application to personal property as inherently defective 
in theory and beyond attainment of fair administration. In 1937 the Twentieth 
Century Fund Committee on Taxation urged abolishing the tax on tangible 
personal property in any State that could possibly raise its revenue in another 
way. The National Tax Association Committee on Personal Property Taxation 
of Tangible Personal Property Used in Business, in 1952, concluded that the 
basis for ad yalorem taxation of tangible personal property used in business 
was unsatisfactory and rested upon assumptions no longer applicable to the 
present-day economy. Three States—New York, Pennsylvania, and Delaware— 
have completely exempted tangible personal property from the general property 
tax; and one State, Massachusetts, has given partial exemptions to manufactur- 
ing and nonmanufacturing corporations. A great many more States have sought 
and are seeking solutions looking toward replacement taxes, or principles of 
classification which would mitigate the unfairness of the personal-property tax. 
(A full discussion of what has been touched on here is contained in the Proceed- 
ings of the National Tax Association, 1952, pp. 76-106.) 

This trend, sponsored and encouraged by responsible tax administrators, tax 
experts, and businessmen, might easily be reversed if the Federal Government in 
attempting “to help preserve financially healthy local governments” offers the 
temptation of greater tax revenue by permitting the inclusion of personal prop- 
erty in the computation of the Federal contributions to State and local govern- 
ments. 

In this connection your committee might further note the resolution of the 
National Association of County Officials and the testimony of its representatives 
submitted at the preliminary hearing on the pending bills. In its resolution, 
adopted almost unanimously, on July 19, 1955, the association, while expressing 
general agreement with the conclusions of the Commission on Intergovernmental! 
Relations, took specific exceptions. On the point under discussion, it said it agreed 
with the basic premise of the Intergovernmental Commission that Federal real- 
property holdings create inequities as between Federal and local taxpayers, but 
expressly excepted to inclusion of recommendations for payments on any fed- 
erally owned personalty. The association representative stated in part to your 
committee : 

“Counties do not wish to include in recommendations for payments in lieu of 
taxes any federally owned personalty. * * * This whole problem came from real 
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property, not from personal property acquired by the Federal Government. * * * 
Any personal property should all be exempt. * * *” Senate hearing, July 25, 
1955, pages 135-136. 

For the foregoing reasons, AEC thinks it is preferable, if there is to be a gen- 
eral bill and in any event as to its property holdings, that personal property be 
eliminated from the base in computing the Federal contributions. 

Accordingly, the definition of property subject to contributions or tax contained 
in S. 1566 is more suitable than the definition in S. 1657 and 8. 2390, subject to 
the following understanding of the text of 8S. 1566 and a refinement thereof if 
we read the text correctly. 

4. It is our understanding that in determining the amount of the Federal con- 
tribution on nonexempted property under section 101 of S. 1566, AEC would be 
obliged to consider one or more of several factors, if pertinent, such as: taxes 
previously charged against the property when it was in taxable ownership, pre- 
vious payments in lieu of taxes, the current tax equivalent which would be pay- 
able on the property by applying an average effective local tax rate but excluding 
any application of the rate to improvements made and tangible personal property 
added by the Federal Government after its acquisition of the property, additional 
expenditures if any by the applicant State or local government for providing 
services to the Federal Government or residents on Federal property, the provi- 
sion by the Federal Government of services ordinarily provided by the State or 
local government, and other facts relevant to a fair determination. Under the 
same provision, specifically section 101 (b) (4), we understand that AEC prop- 
erties would be expressly exempt from any computation which would apply the 
average effective local tax rate to the value of improvements made or tangible 
personal property added to such property by the Federal Government, unless the 
properties are used or held for commercial purposes. 

Laying aside for the moment the confusing reference to “properties used 
or held for commercial purposes,” the exception for AEC properties would 
comport with the view we have been expressing in various ways, namely: That 
AEC may properly be tied in with the general contribution for local tax depri- 
vation insofar as it has acquired and is charged for some quantities of unim- 
proved real estate, but that there has been no real deprivation of local taxes, 
and the Federal Government ought not to be charged to contribute, on account 
of the expensive and unique improvements, machinery, and equipment (as well 
as production inventories) which the Government has placed on the AEC 
properties. 

With this understanding, we would subscribe to the property definition of 
S. 1566 and the manner of its application to AEC properties under section 
101 of S. 1566. However, we think it desirable that the reservation respecting 
properties used for or held for commercial activities be stricken. 

As defined in the act, “commercial” refers to activities involving primarily, 
or to properties the ownership or use of which involves primarily, the sale or 
resale, rent or lease of commodities or the sale of services when the commodi- 
ties or services are of a type commonly provided by private enterprise. To 
the extent that ARC engages in the sale of commodities such as isotopes, or 
the lease of commodities such as special nuclear material, or the sale of 
services such as irradiation services, it is not dealing in commodities or services 
of a type commonly provided by private enterprise. Apart from some of the 
services rendered at the three Government-owned communities—Oak Ridge, 
Hanford, and Los Alamos—two of which are in process of disposal and estab- 
lishment of normal municipal operation (Public Law 221, 84th Cong., August 
4, 1955), very little comes to mind that would fit the definition of “commercial,” 
unless it be the sale of food or canteen items to personnel at remote stations, 
such as the Nevada Proving Ground, where the Government is obliged to bring 
in and dispense such commodities because there is no private enterprise at 
the location to provide such, To reach this kind of activity and the building or 
section of a building that houses it for special tax treatment, different from 
the rest of the AEC installation, would appear to be an artificial breaking of 
whole units into segments in order to arrive at a theoretical tax result. Such 
a device and result may not necessarily be intended by S. 1566 and would 
appear to give little taxwise other than argument over the meaning and appli- 
cation of the provision. To avoid confusion we would think it better that the 
exception for AEC properties provided in section 101 (b) (4)-be complete 
without any reservation respecting properties used or held for “commercial 
activities.” 
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5. We noted earlier that under ABC’s existing authority to make payments 
in lieu of taxes, pursuant to section 168 of the Atomic Energy Act, Congress 
has enjoined the Commission to balance against special burdens cast upon 
a State or local government by activities of the Commission any benefits ac- 
cruing to the State or local government by reason of such activities. This may 
be a difficult standard to administer in some cases, but it leads us to note a 
matter of some importance in dealing with the overall solution proposed by 
the pending bills. 

The case made by the Commission on Intergovernmental Relations and its 
Study Committee is for the relief of and assistance to the local governments— 
the political subdivisions of the States—which in contrast to the State govern- 
ments depend principally on the general property tax for their financing. True, 
both the Intergovernmental Commission and Study Committee included pay- 
ments to the State as well as local governments in their ultimate recommenda- 
tions for contributions; but as Senator Herbert H. Lehman has pointed out to 
your committee in his statement of July 27, 1955, there is no current backup 
for this inclusion. He said in part: 

“My point is that municipalities and local units of government have very 
limited sources of revenue. The major source is property tax. Hence, I would 
believe it fair and proper for a Government facility to make payments in lieu 
of taxes to the local government units to compensate them for the loss they 
suffer when these government units occupy property which might otherwise 
yield a revenue to the local government. This is necessary, as I said, because 
the local governments have such limited tax resources and do not have the wide 
taxing powers that a State government, for instance, enjoys. 

“As far as Federal facilities making payments to State governments is con- 
cerned, much more study needs to be given this aspect of the matter than has 
been given in the past. I see some merit in it, and yet I see some persuasive 
arguments against such a practice. I think your committee can serve a valuable 
function in sponsoring some intensive studies of this aspect of the matter.” 
Senate hearing, page 143. 

We would agree that there is more to explore before embarking on a whole- 
sale program of payments in lieu of taxes to State governments, as distinguished 
from local governments. There is the matter pointed to by the Intergovern- 
mental Commission that the States themselves sometimes contribute to the fi- 
nancial difficulties of their subdivisions by exempting their own properties from 
taxation (report, p. 109). There are other tax exemptions which may be 
pertinent, such as those to attract businesses into particular areas. Likewise, 
there is the whole area of alternate taxation, which the States have used and 
are increasingly using, such as income, gross receipts, sales, use, and privilege 
taxes. In AEOC’s experience, the activities generated by it, and the uses of its 
properties by contractors and others, have enhanced directly and indirectly the 
collections of these forms of State revenue. The extent to which State govern- 
ments share or do not share these tax benefits with their local governments has 
a material bearing on the size and nature of the local burden. 

6. The final point we would like to make with respect to a general Govern- 
ment program of contributions to local governments, and bills like S. 1566, 
S. 1657, or S. 2390, is the administration of the program. These bills contem- 
plate the establishment of a central Government commission or board which 
would provide, by regulations and other means subject to standards laid down 
in the bills, guidance and assistance to the Federal owning agencies in making 
contributions and to local governments in claiming contributions. In the case 
of 8. 1657 and 8. 2390, the board would also be authorized to make determina- 
tions of liabilities. 

It would seem to us that the necessity for this kind of central administration 
would logically extend to central responsibility for the making of payments 
and obtaining from Congress the necessary funds to complete the transactions. 
In this connection the House Committee on Interior and Insular Affairs has 
called our attention to the views of the Veterans’ Administration and the Federal 
Communications Commission. The Veterans’ Administration has pointed out 
that centralizing the entire administration of the program in a single agency 
would have such advantages as simplifying negotiations, more uniform inter- 
pretation of the proposed act and regulations, and the development and con- 
centration of personnel familiar wtih State and local laws in connection with 
the verification of claims for payments, taxes, and assessments. 

Or perhaps even greater significance is the matter of appropriations for 
making the necessary payments, discussed by the Federal Communications 
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Commission. The point is made that the program requires a fund appropri- 
ated separately from the working appropriations of the respective agencies, 
thereby enabling Congress to make an explicit and considered judgment as to 
the amount of Federal revenue which should be allocated for the proposed con- 
tributions. The further point is made that each agency ought not be expected 
to make these payments out of the funds provided for the performance of their 
necessary functions. 

We are inclined to agree with these observations. It is true that the Study 
Committee of the Intergovernmental Commission rejected the proposal for 
centralizing responsibility for Federal payments in a single Federal agency. 
The committee’s reason was that each Federal property holding agency should 
make its own payment from its funds so that in budget requests to Congress it 
would be under a continuing duty to justify its holdings and to keep them at 
a minimum. This reason and method could lead to the very thing which FCC 
fears, namely, that Congress may leave the owning agencies to find the neces- 
sary funds for taxes out of the moneys appropriated for the performance of 
necessary functions and lead to a diminution of expected services. AKC would 
have a serious monetary problem, and the question of substantial appropriations 
for tax purposes would arise, if a bill like S. 1657 or S, 2390 were to be adopted. 
The problem would be considerably lessened if a bill like 8. 1566, with its section 
101 and exemption in section 101 (b) (4), is adopted. 

In any event whether centralized or diverse payment becomes the rule, it 
would seem that the Congress should directly consider the total cost of the 
taxpayments each year and provide for such payments separately. 

7. We have confined these comments to the broader aspects of the proposed 
bills in their impact upon AEC properties. We have not attempted to deal with 
the detailed provisions of the bills, but would prefer to discuss such matters 
when the committee has decided upon the approach it will follow and the kind 
of bill it would like to mark up. 

The Bureau of the Budget has stated that it has no objection to the submission 
of these views. 

Sincerely yours, 
W. F. Lippy, 
Acting Chairman. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 14, 1956. 
Hon. Jonn L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 


My Dear Mr. CHAIRMAN: This is in response to your request for a report on 
S. 2100, a bill to prohibit agencies of the United States from entering into 
contracts under which private contractors are constituted agents of the United 
States to purchase property necessary to carry out such contracts. 

This bill provides that no agency of the United States shall enter into a 
contract with a private person whereby such person is constituted an agent 
of the United States with authority to purchase or acquire property in the name 
of the United States. Any such contracts made after enactment of the bill 
would be void insofar as they would affect the application of State sales and 
use taxes to such property. 

The purpose of 8. 2100 as stated when it was introduced is “to enable the 
32 States which have sales taxes to continue to collect such taxes.” It is 
intended apparently to subject to State sales and use taxes the purchases of 
property by cost-type Government contractors under the circumstances involved 
in Kern-Limerick, Inc., v. Scurlock (347 U. 8. 110 (1954)). In this case the 
Supreme Court upheld the validity of an arrangement whereby a cost-type con- 
tractor was constituted an agent of the Government for purchasing materials to 
be used in performance of the contract. The decision had the effect of making 
such purchases exempt from the Arkansas gross receipts tax. 

When the Government needs a contractor to build a standard type of struc- 
ture or to perform some clearly defined operation or service, the contract usually 
can and should be awarded on a competitive fixed-price basis. The contractor 
then acts with a large degree of independence in carrying out the assignment and 
if his work meets specifications he is paid in accordance with the fixed terms of 
the contract. 
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But the Government cannot always follow this simple method of contracting. 
The Government frequently has need for specialized types of technical or scien- 
tifie structures which have never been built before. It may not be possible to 
provide firm specifications or the contractor may be called upon for research, 
development, and design work which cannot be defined precisely enough to 
determine what it will cost. If the contractor cannot determine his costs 
with reasonable accuracy usually he cannot quote firm prices. Then some form 
of cost-type contract may be necessary under which the contractor is reimbursed 
by the Government for the actual supply and other costs which he incurs. Many 
of the most urgent atomic enefgy and military programs present these and 
similar problems. 

Usually, it would be possible for the Government to buy the property needed 
by a cost-type contractor. Then, of course, there would be no question of taxa- 
tion since the Government’s immunity from such taxation would apply. But 
if the Government does the buying, it must have a staff of purchasing agents 
located at or near the site of the contract. The contractor must submit requisi- 
tions for its needs to the Government buying office. When the Government has 
completed the purchase action, the property must be turned over to the contractor. 
This procedure often has proved costly, awkward, and time consuming. It 
also may create problems of administration and control because it is difficult to 
hold a contractor responsible for getting results if the Government is in the 
midst of his operation carrying on a procurement function which must be care- 
fully scheduled and related to other phases of a construction project. In many 
instances, a cost-type contractor can purchase the property he needs at less 
administrative cost, and with less paperwork and delay. 

Ordinarily, cost-type contractors are authorized to purchase property without 
being constituted agents of the United States. In some instances, however, it 
is either necessary or advisable to designate such a contractor by formal action 
as an agent of the Government. For example, the Government uses many sched- 
ule or term contracts for common types of supplies. The prices quoted in these 
contracts are generally favorable to the Government but a cost-type contractor 
cannot buy from these schedules unless he is formally constituted an agent of the 
Government. Since the Government pays for the supplies purchased by cost- 
type contractors, such contractors must be constituted as agents of the Govern- 
ment in order to take full advantage of these favorable prices. 

We would be opposed to legislation such as 8S. 2100 which would preclude the 
Government from making contracts under which the contractor would act as 
an agent of the Government because there are instances in which it is in the 
Government’s interest to use such arrangements. Fixed-price contracts should 
be used to the extent possible but when other arrangements are necessary or 
advisable, we believe the Government should have authority to use them. 

We agree that the Government should not enter into special contractual ar- 
rangements for the purpose of avoiding the payment of State sales taxes. Such 
taxes are now being paid on a very large portion of the property purchased by 
cost-type contractors. We believe the Government’s tax immunity should apply, 
however, in the special cases when a contractor is constituted an agent of the 
Government in order to buy property which would otherwise be purchased by 
the Government directly. 

Finally, even if S. 2100 were enacted, we believe it would fail to increase sales 
tax revenues. If contractors are precluded from purchasing property as agents 
of the Government, it will be necessary in many instances for the Government 
to purchase the property directly. Such direct Government purchases would, of 
course, not be subject to State sales or use taxes. 


Sincerely yours, 
Rosert E. Merriam, 


Assistant to the Director. 


Tue SECRETARY OF COMMERCE, 
Washington 25, D. C., May 25, 1956. 
Hon. Joun L. McCLetian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Mr. CHARMAN: This letter is in reply to your requests for the views 
of this Department with respect to S. 826, S. 1566, S. 1657, S. 2390, S. 2754. and 
S. 3534, bills relating to taxation of Federal properties by State and local 
authorities. 
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S. 3534 relates to taxation of properties which at the time of acquisition were 
subject to taxes, the proceeds of which were committed to the retirement of 
bond issues. The other bills relate to a general system of taxation of various 
types of Government property. 

This Department believes that a need has been demonstrated for legislation 
for this purpose in certain cases. However, it is believed that such relief should 
be limited to the alleviation of hardship cases attributable to recent removal of 
property from local tax rolls through Federal acquisition. Where property has 
been under Federal ownership for many years, localities have adjusted to the 
exclusion of this property from the tax rolls. Initiation of a program of payments 
to such municipalities would result in an unwarranted windfall to the local 
community at the expense of the taxpaying public at large. 

An appropriate cutoff date would, therefore, appear to be the commencement of 
the Korean war. If only properties acquired since that time were subject to 
taxation, there would be little likelihood of occurrence of windfalls to the local 
community. 

Even in those cases, however, it is believed that there should be a showing of 
hardship to the community. In many cases the aquisition of property by the 
Federal Government and its attendant removal from the tax rolls is more than 
offset by the advantages to the local community accruing from the opening of 
a large Government installation. Care should be taken to insure that such com- 
munities would not receive additional benefits at the expense of the general 
public. It would also appear to be inappropriate to subject property of a general 
governmental purpose to such taxes. It would appear that only commercial and 
industrial properties should be covered. 

Since this program would appear to be novel in nature, we would recommend 
that it be undertaken on an experimental basis for a short period of time. Upon 
the expiration of such temporary legislation, the Federal Government would 
be in a better position to assess the merits of such a program and a decision as to 
continuance on a permanent basis could then be made with full knowledge of 
the factors involved. 

In view of the type of program which we have recommended, it would appear 
necessary to place within a single agency of the executive branch authority to 
assess and pass upon the merit for each claim of relief in order that equal treat- 
ment might be secured. Since the matters upon which the agency would pass 
are primarily discretionary in nature, it would not appear appropriate to provide 
for judicial review of such determinations. 

The Department, therefore, recommends enactment of legislation conforming 
to the principles set out above in lieu of enactment of S. 826, S. 1566, S. 1657, 
S. 2390, or S. 2754. There would appear to be no necessity for including in such 
legislation a provision specifically covering properties subject at the time of 
acquisition to taxes committed to the discharge of bonded indebtedness and the 
liability for payment of taxes on account of such property should be subject to 
the standards outlined above. 

We have been advised by the Bureau of the Budget that it would interpose 
no objection to the submission of this report to your committee. 

Sincerely yours, 
Srinciairn Weeks, Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 4, 1955. 
Hon. Jonn L. McCLerxian, 
Chairman, Committee on Government Operations, United States Senate. 


Dear Mr. CHAtRMAN: Reference is made to your letter of February 11, 1955, 
acknowledged by telephone February 17, enclosing a copy of 8S. 826, 84th Congress, 
and requesting our views and recommendations thereon, 

As indicated in the bill, Federal property is not, in the absence of specific 
authorization by the Congress, subject to taxation by States or local governments. 
It has been uniformly so held by the courts of the United States and the various 
States. M’Culloch vy. Maryland (4 Wheat. 316) ; Van Brocklin v. Tennessee (117 
U. 8.151). The rule has been applied with equal force where the tax is a special 
tax or assessment for local improvements—such levy being an exercise of the 
Sovereign power and, like other taxes, an involuntary exaction. (Lee v. Osceola 
and Litle River Road Improvement District, 268 U. S. 648; Mullen Benevolent 
Corporation yv. United States, 290 U. 8. 89.) However, it is settled that the law- 
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making power of the Government may waive this exemption wholly or with such 
limitations as it may deem proper (Austin v. The Aldermen, 7 Wall. 694, 699). 

The bill provides, in sections 4 and 5, for the payment of taxes in certain types 
of cases and payments in lieu of taxes in others. The reasons for the difference 
in this respect are not apparent. It would seem that a uniform treatment and 
payment would be less complicated and more easily administered. Also, section 
5 would appear to authorize payments in lieu of taxes effective with the first 
tax year beginning after June 30, 1953, whereas section 4, relating to the payment 
of taxes, appears to contain no specific effective date. It is not apparent why the 
provisions are not uniform in this respect. 

The bill appears to be applicable to defense-production facilities acquired or 
constructed after June 30, 1950. The establishment of a cutoff date such as 
this could very easily create inequities in that it would place facilities acquired 
or constructed before that date in a category different from the category of those 
constructed thereafter, insofar as taxes or payments in lieu of taxes are con- 
cerned. 

Also, certain definitions in the bill deserve some comment. Section 3 (c), de- 
fining a “Defense producion facility,” states that such a facility declared excess 
or surplus or held for disposition shall remain “within this category” for the 
purposes of the act until it is disposed of by the Federal Government or it is used 
otherwise than for industrial or commercial purposes connected with national 
defense. The words “within this category” would appear to relate to “Defense 
production facility,” in which case the bill would provide for taxation or pay- 
ments in lieu of taxes on excess or surplus property. It would seem that excess, 
surplus, and possibly standby property should be exempted. 

Section 3 (e) defines “property” as including, among other things, raw ma- 
terials, goods in process, articles, commodities, inventories, productions, supplies, 
and components. It is suggested that, if the bill is to receive favorable consid- 
eration, such classes of property should be excluded and only property classified 
as real property be considered. In any event, it would seem that finished 
products, such as aircraft, tanks, engines, etc., after acceptance by the Govern- 
ment, should not be included even though located at a defense production fa- 
cility, and that personal property owned by the Government and merely stored 
at a facility should likewise be excluded. 

Section 3 (f) states that “industrial or commercial”—which relates to the 
definition of “Defense production facility” in section 3 (c)—refers to activities 
involving primarily, or to properties the ownership or use of which involves pri- 
marily, the process of, among other things, the generation of electrical energy 
and transportation. It would seem that the inclusion of these activities would 
be particularly objectionable because of the far-reaching effect, especially in times 
of anemergency. Conceivably, multiple-purpose projects of the Bureau of Recla- 
mation and-of the Corps of Engineers might fall within this category as well as 
operations of the Military Sea Transportation Service and the Military Air 
Transportation Service. It is not believed that that is in the intent of the bill. 

The Congress has upon several occasions—with respect to certain types of 
property or property of particular agencies, including various Government cor- 
porations—provided that such property may be taxed or has provided for pay- 
ments in lieu of taxes. Whether, as provided in the present bill, another ex- 
ception should be made to the constitutional immunity is, of course, primarily 
a matter for the consideration of the Congress. However, by Public Law 109, 
83d Congress, approved July 10, 1953, volume 67, Statutes, section 145, the Con- 
gress provided for the creation of a Commission on Intergovernmental Relations 
for the purpose of studying the proper role of the Federal Government in rela- 
tion to the States and their political subdivisions. It is understood from the 
committee hearings preceding the enactment that such studies will include the 
field of taxation. Public Law 109, as amended by Public Law 5, 84th Congress, 
approved February 7, 1955, requires that the Commission shall, not later than 
June 30, 1955, submit its final report to the President, including recommendations 
for legislative action. It is suggested that the Congress might well await the 
study and recommendations of the Commission for solving the seeming inequities 
resulting from Federal immunity to taxation rather than give favorable consid- 
eration to a piecemeal approval of the matter, as it would be involved in the 
present bill, which might well create inequities in the overall situation. 

The General Accounting Office has no information upon which to form an esti- 
mate of the cost to the Government should the bill become law and it is believed 
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that it is doubtful that a reasonably approximate estimate of such cost could 
be made. 
In view of the foregoing, we do not recommend enactment of the bill. 
Sincerely yours, 
JosePH CAMPBELL, 
Comptroller General of the United States. 





CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 18, 1955. 
Hon. Jonun L. MoCLetian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: Reference is made to your letter of June 6, 1955, 
acknowledged by telephone June 8, 1955, requesting our views and recommenda- 
tions on 8S. 2100, 84th Congress, to prohibit agencies of the United States from 
entering into contracts under which private contractors are constituted agents 
of the United States to purchase materials and supplies necessary to carry out 
such contracts. 

As indicated in the remarks of Senator Strom Thurmond when he introduced 
this bill, its purpose is to enable some 32 States which have sales taxes to 
collect such taxes on property purchased or acquired by Government contractors 
for the construction and operation of Government projects. The bill would, 
in effect, pass on to the Federal Government the economic burden of these taxes 
in derogation of the recognized constitutional immunity of the United States 
from State taxation. 

The legal incidence of State sales taxes falls upon the purchaser, and it is 
well established that the Federal Government and its official agencies cannot 
be subjected to State taxes without a clear congressional mandate. Thus, 
where the United States, through its agencies and representatives, purchases 
materials and supplies from the manufacturer or supplier for use on a Govern- 
ment project, the legal incidence of State sales taxes falls directly upon the 
Government as purchaser. However, the constitutional immunity of the United 
States operates to prevent the collection of such taxes by the States. On the 
other hand, where an independent contractor with the Federal Government pur- 
chases materials and supplies from the manufacturer or supplier for use in 
performing his contract with the Government, the legal incidence of State sales 
taxes falls directly upon the independent contractor, as purchaser, who must 
pay the tax, although the burden of the tax may be passed on to the Federal 
Government by charging a price sufficiently high to include the tax under a 
fixed-price type of contract or by claiming reimbursement of the tax as allowable 
cost under a cost-reimbursable type of contract. In other words, the mere fact 
that a tax exacted from the contractors as purchasers for their own accounts 
may be passed on economically to the Government by the terms of the contract 
affords the contractors no legal basis for refusing to pay the tax. However, 
collection of the tax cannot be enforced if the contractors are acting as agents 
of the United States. It follows, therefore, that the form of the procurement 
contract, when governmental immunity is not waived by the Congress, may 
determine the effect of State taxation on Federal agencies. The principles for 
application are reviewed in an opinion written by Mr. Justice Reed for the 
Supreme Court of the United States in the case of Kern-Limerick v. Scurlock 
(347 U. 8. 110). (See also Alabama v. King & Boozer, 314 U. 8S. 1, and Carson 
v. Roane-Anderson Co., 342 U. S. 232). 

In the King & Boozer case, decided November 10, 1941, the question presented 
was whether a tax imposed by the State of Alabama on the sale of lumber 
purchased for use in the construction of an Army camp under a cost-plus-a- 
fixed-fee contract infringed any constitutional immunity of the United States 
from State taxation. It was expressly provided by the terms of the contract 
that the contractors should make all contracts for the purchase of materials 
and supplies used on the project in their own name, and not bind or purport 
to bind the Government or the contracting officer thereunder. The contract 
also provided that title to the materials and supplies purchased would vest 
in the Government upon delivery and acceptance; that payments should be 
made to the vendors by the contractors, as approved by the contracting officer; 
and that such payments would be reimbursed by the Government as allowable 
cost. The Government contended that the tax was invalid on the ground that 
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the contractors acted for the Government so as to place the Government in 
the role of purchaser, and bring the transactions within the asserted immunity 
of the Government from State taxation. In rejecting this contention and up- 
holding the validity of the tax, the Court stated that the soundness of the 
Government’s position turned on the terms of the contract and the rights and 
obligations of the parties under it. The Court found that the contract provi- 
sions plainly contemplated that the contractors were the purchasers of the 
lumber and, as such, were subject to the tax. The Court also found that the 
contractors were not relieved of the liability to pay the tax either because 
they were acting for the Government, in a loose and general sense, or because 
the economie burden of the tax would be shifted to the Government by reason 
of its contract to reimburse the contractors. The same result is reached in 
Westinghouse Electric Corporation v. State Tax Commission of Maryland, de- 
cided February 23, 1955 (111 A. 2d 661). 

In the Carson case, decided January 7, 1952, the Court held that sales and 
use taxes imposed by the State of Tennessee on articles purchased by inde- 
pendent contractors for use in the performance of their contracts with the 
Atomie Energy Commission, though not forbidden by the Constitution, were 
prohibited by section 9 (b) of the Atomic Energy Act of 1946 (60 Stat. 765; 
42 U. 8. C. 1809 (b)). The act has since been amended so as to remove the 
statutory prohibition. 

In the Kern-Limerick case, decided February 8, 1954, the Supreme Court 
considered the validity of contract provisions of the type inhibited by the 
proposed bill. The contract expressly provided, as distinguished from the 
eontract considered in the earlier King & Boozer case, that in procuring articles 
required for accomplishment of the work the contractor should act as purchasing 
agent for the Government; that title to the articles purchased should pass di- 
rectly from the vendor to the Government; and that the Government should 
be directly liable to the vendor for the purchase price. The Court held that 
under the terms of this contract the Government was the disclosed purchaser, 
and that the State of Arkansas gross receipts tax law of 1941, which levies 
on sellers an excise tax of 2 percent on the gross receipts from all sales in 
the State, was unconstitutional as applied to the sale of 2 tractors procured 
by the contractors in performance of the contract. 

The proposed bill would prohibit agencies of the United States from using 
eontract provisions of the type found in the Kern-Limerick case to be valid 
and, if used, would make such provisions void insofar as concerns the applica- 
tion of the laws of any State or Territory, including the District of Columbia, 
imposing taxes on the sale or use of property purchased or acquired in the 
name of the United States. The provisions of the bill as written might also 
be interpreted as restricting the United States in acquiring its needs to pro- 
eurement by direct purchase only. It seems obvious that the imposition and 
collection of sales taxes by the States on materials, equipment, and supplies 
procured by Government agents for the construction and operation of Govern- 
ment projects would materially increase the cost of such projects. 

In view of the recognized immunity of the Federal Government from State 
sales taxes, and having in mind the steady increase in Government operation 
costs, enactment of the bill would not seem to be in the best interests of the 
United States and, therefore, we recommend that it not be given favorable 
consideration. 


Sincerely yours, 
JosEPH CAMPBELL, 


Comptroller General of the United States. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., October 14, 1955. 
Hon. Joun L. McCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: Reference is made to your letter of September 12, 1955, 
acknowledged September 15, requesting our comments on S. 1566, 84th Congress. 
Similar bills, S. 1657, S. 2754, and S. 2390, presently are pending before your com- 
mittee and will be the subject of separate reports. Also, somewhat similar bills, 
H. R. 457, H. R. 4887, H. R. 4883, H. R. 2024, H. R. 1847, H. R. 342, H. R. 1587, and 
H. R. 7098, presently are pending before the House Committee on Interior and 
Insular Affairs. 
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As indicated in the bill, Federal property is not, in the absence of specific au- 
thorization by the Congress, subject to taxation by States and local governments. 
It has been uniformly so held by the courts of the United States and the various 
States (McCulloch, v. Maryland, 4 Wheat. 316; Van Brocklin v. Tennessee, 117 
U. 8.151). The rule has been applied with equal force where the tax is a special 
tax or assessment for local improvements—such levy being an exercise of the 
soverign power and, like other taxes, an involuntary exaction (Lee v. Osceola 
and Little River Road Improvement, 268 U. S. 643; Mullen Benevolent Corp. 
v. United States, 290 U. 8S. 89). It is settled, however, that the lawmaking power 
of the Government may waive this exemption wholly or with such limitations as 
it may deem proper (Austin v. The Aldermen, 7 Wall. 694, 699). The Congress 
not only has authorized payments in lieu of taxes on several classes of property 
but, also it has in certain instances provided for payment of State and local taxes 
on Federal properties. See in this connection appendixes D and BE, pages 183 
and 186, respectively, of the study committee report on payments in lieu of taxes 
and shared revenues submitted to the Commission on Intergovernmental Rela- 
tions, June 1955. Also, by Public Law 388, approved August 12, 1955 (69 Stat. 
721), the Congress made temporary provision for payments in lieu of taxes with 
respect to certain real property (defense plants) transferred by the Reconstruc- 
tion Finance Corporation and its subsidiaries to other Government Departments. 
In recent years, a number of bills have been introduced proposing the establish- 
ment of a general policy for payments to State and local governments on account 
of Federal real estate and tangible personal property. To date, however, no 
action has been taken in the matter by the Congress possibly because it was 
anticipated that the report and recommendations of the Commission on Inter- 
governmental Relations established pursuant to Public Law 109, approved July 
10, 1953, for the purpose of conducting studies of the National, State, local rela- 
tionships, including intergovernmental tax immunities, payments in lieu of taxes 
and other related subjects would shed some light on the problem. 

In the Commission’s final report (H. Doe. 198, 84th Cong.) dealing with the 
subject transmitted to the Congress by the President on July 28, 1955, the Com- 
mission made the following recommendations : 

“The Commission recommends that the National Government inaugurate a 
broad system of payments in lieu of property taxes to State and local governments. 
The most important class of properties on which such payments should be made 
is commercial or industrial properties. Special assessment payments and transi- 
tional payments in lieu of taxes should be made in certain cases. 

“The Commission believes that these payments are necessary to help preserve 
financially healthy local governments. Present tax immunities of Federal prop- 
erty have weakened many local governments. The States and the National 
Government share in the responsibility for avoiding actions which impair the 
financial ability of local governments. Equity as between Federal and local 
taxpayers requires the National Government to make appropriate payments. 
These should be based largely on the property tax system, which is the main 
source of local revenue. 

“The Commission does not believe that equity requires initiation of payments 
in lieu of taxes on properties held by the National Government where their 
noncontributory status has already become integrated into the economic and 
fiscal patterns of the community. Therefore, no in-lieu payments should be made 
on any properties acquired prior to a specified cutoff date. Perhaps September 
8, 1939, would be the earliest date and July 1, 1950, the latest date. These dates 
marked the beginning of periods of large-scale acquisition of properties for 
defense purposes, the properties which have been largely responsible for this 
problem. The Commission, recognizing that any selection must be arbitrary, is 
not prepared to recommend a specific cutoff date. In addition to a cutoff date, 
some type of arbitrary limitation on Federal payments is necessary to prevent 
excessive payments or windfalls to some local governments. 

“In the Commission’s opinion, the exhaustive report of its Study Committee on 
Payments in Lieu of Taxes and Shared Revenues will provide the Congress with 
a solid foundation upon which to build a sound program of payments in lieu of 
taxes on Federal properties and make such adjustments in shared revenue ar- 
rangements as may be needed. 

“The States sometimes contribute to the financial difficulties of their subdi- 
visions by exempting their own properties from taxation. They may therefore 
want to consider the use of broad payment-in-lieu arrangements at the State 
level.” 
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While we, as a matter of policy, are not convinced that the constitutional 
immunity of the United States to taxation of its property by State and local 
governments generally should be waived or that payments in lieu of taxes should 
be authorized to continue indefinitely, it is realized that many small local taxing 
units are adversely affected by Federal acquisition or use of substantial quanti- 
ties of property which would otherwise be taxable. Equity demands in some of 
these hardship cases that the Federal Government bear, at least for a transitional 
period, a portion of the property tax cost of such property. Whether, and the 
extent to which, such payments should be made is a matter peculiarly within the 
province of the Congress to decide. 

It would appear preferable, if a proportionate share of the burdens of such 
local taxing units is to be borne by the Federal Government, that such result 
should be accomplished by the making of payments in lieu of taxes rather than 
by any attempt to waive the constitutional immunity of the United States to 
taxation by State or local governments. By making paymens in lieu of taxes, 
the Federal Government would retain administrative control over the determina- 
tion of the amounts of such payments, the time and manner of making such 
payments, and there would be no equitable or moral duty of the Government to 
pay penalties or penalty interest. It would eliminate the possibility of any local 
taxing unit attempting to overvalue Federal property for taxation purposes or to 
change the method of raising revenue by relying primarily on real estate taxes 
rather than income, personal property, excise or sales taxes, in order to require 
the Federal Government to bear a disproportionate share of the cost of local 
government. Should the Federal Government consent to taxation by State or 
local taxing units as proposed in certain cases by title II of this bill it would 
lose the benefits above enumerated and place itself at the mercy of the State 
and local taxing units in this regard. 

It may be that the formula for determining the amount of the payment on 
properties in sections 201 and 202 of the bill should be different from that on 
properites included in section 101 of the bill but the necessity for such segregation 
of properties is seriously doubted. The determination of the amount due by the 
owning agency or, upon appeal, the Commission could be final and binding on the 
taxing units as provided in section 504 (d) of 8. 1566, with respect to payments 
in lien of taxes to be made under section 101 of the bill, and thus the Federal 
Government would be able to avoid any litigation with local taxing units. 

Section 201 (b) while providing that the Federal Government shall not be 
subject to penalties or penalty interest further provides that such inhibitions 
shall not preclude the payment of penalties or penalty interest when the Federal 
owning agency determines that such payment is in the interest of the Federal 
Government. It is not understood how any such payments could be in the interest 
of the Government. Also, such payments would open the door to disputes and 
protest by local governments resulting from different policies in the same com- 
munity by the owning agencies. For such reasons it is believed the provision 
authorizing the payment of penalties and penalty interest should be eliminated. 

As to the special assessments on Federal property generally, as provided for in 
section 301—aside from the fact that local improvements for which there is no 
necessity so far as the use of the Federal property is concerned might be ini- 
tiated—-since the right is reserved to oppose projects on the same basis accorded 
owners of private property, there appears little basis for objection to the Federal 
Government paying a share of the costs of such local improvements. However, 
it is thought that such payments should also take the form of an in-lieu payment, 
the amount of which should be determined by the owning agency and be limited 
to the enhancement in value of the Federal improvement attributable to the local 
improvement, it having been held at least in some jurisdictions that special 
assessments do not proceed upon the theory that the assessment must not exceed 
the special benefit received from the improvement. See Bloomington v. Lathan 
(32 N. B. 506, 18 L. R. A. 487, 48 Am. Jur., Special or Local Assessments, sec. 27). 

Concerning the cost of the program—a general estimate of the magnitudes 
involved may be derived from rough calculations based upon estimates for similar 
bills which were before the 83d Congress. Such estimates indicate a range of 
annual payments under the committee’s recommendations in the neighborhood 
of $200-$260 million for Federal property holdings as of June 30, 1953. 

Aside from the foregoing, we have no comment to make concerning S. 1566. 

This report is being made in triplicate, 

Sincerely yours, 
JosEePH CA 
Comptroller General of the United States. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, October 14, 1955. 
Hon. Joun L, MoOCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate, 

Dear Mr. CHATRMAN: Reference is made to your letter of September 14, 1955, 
acknowledged September 15, requesting our comments on 8. 1657, 84th Congress, 
Somewhat similar bills, 8. 2390, S. 1566, and 8. 2754 are pending before your 
committee and will be made the subject of separate reports. Also, somewhat 
similar bills, H. R. 457, H. R. 4887, H. R. 4883, H. R, 2024, H. R. 1847, H. R. 7098, 
and H. R. 342 presently are pending before the House Committee on Interior 
and Insular Affairs. 

As indicated in the bill, Federal property is not, in the absence of specific 
authorization by the Congress, subject to taxation by States and local govern- 
ments. It has been uniformly so held by the courts of the United States and the 
various States, M’Culloch v. Maryland (4 Wheat. 316) ; Van Brocklin v. Tennes- 
see (117 U. 8. 151). The rule has been applied with equal force where the tax 
is a special tax or assessment for loeal improvements—such levy being an exer- 
cise of the sovereign power and like other taxes, an involuntary exaction. Lee 
v. Osceola and Little River Road Improvement (268 U.S. 643) ; Mullen Benevolent 
Corporation v. United States (290 U. 8S. 89). It is settled, however, that the 
lawminking power of the Government may waive this exemption wholly or with 
sueh limitations as it may deem proper. Austin v. The Aldermen (7 Wall. 694, 
699). The Congress not only has authorized payments in lieu of taxes on 
several classes of property but, also, it has in certain instances provided for 
payment of State and local taxes on Federal properties. See, in this connection, 
appendixes D and E, pages 183 and 186, respectively, of the study committee 
report on Payments in Lieu of Taxes and Shared Revenues, submitted to the 
Commission on Intergovernmental Relations, June 1955. Also, by Public Law 
388, approved ‘August 12, 1955 (69 Stat. 721), the Congress made temporary 
provisions for payments in lieu of taxes with respect to certain real property 
(defense plants) transferred by the Reconstruction Finance Corporation and its 
subsidiaries to other Government departments. In recent years, a number of 
bills have been introduced proposing the establishment of a general policy for 
payments of taxes or payments in lieu thereof to States and local governments 
on rea! estate and tangible personal property. To date, however, the Congress 
has deferred action in the matter pending receipt of the report and recommenda- 
tions of the Commission on Intergovermental Relations established pursuant to 
Publie Law 109, approved July 10, 1953, for the purpose of conducting studies 
of the National-State-local relationships, including intergovernmental tax im- 
munities, payments in lieu of taxes and other related subjects. The Commission’s 
final report dealing with the subject (H. Doe. 198, 84th Cong.) was transmitted 
to the Congress by the President on July 28, 1955, with recommendations, as 
follows: 

“The Commission recommends that the National Government inaugurate 
a broad system of payments in lieu of property taxes to State and local gov- 
ernments. The most important class of properties on which such payments 
should be made is commercial or industrial properties. Special assessment 
payments and transitional payments in lieu of taxes should be made in certain 
cases. 

“The Commission believes that these payments are necessary to help pre- 
serve financially healthy local governments. Present tax immunities of Fed- 
eral property have weakened many local governments. The States and the 
National Government share in the responsibility for avoiding actions which 
impair the financial ability of local governments. Equity as between Federal 
and loeal taxpayers requires the National Government to make appropriate 
payments. These should be based largely on the property tax system, which is 
the main source of local revenue. 

“The Commission does not believe that equity requires initiation of payments 
in lieu of taxes on properties held by the National Government where their 
noncontributory status has already become integrated into the economic and 
fiscal patterns of the community. Therefore, no in-lieu payments should be 
made on any properties acquired prior to a specified cutoff date. Perhaps 
September 8, 1939, would be the earliest date and July 1, 1950, the latest date. 
These dates marked the beginning of periods of large-scale acquisition of proper- 
ties for defense purposes—the properties which have been largely responsible 
for this problem. The Commission, recognizing that any selection must be 
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arbitrary, is not prepared to recommend a specific cutoff date. In addition to a 
cutoff date, some type of arbitrary limitation on Federal payments is necessary 
to prevent excessive payments or windfalls to some local governments. 

“In the Commission’s opinion, the exhaustive report of its study committee on 
payments in lieu of taxes and shared revenues will provide the Congress 
with a solid foundation upon which to build a sound program of payments 
in lieu of taxes on Federal properties and make such adjustments in share 
revenue arrangements as may be needed. 

“The States sometimes contribute to the financial difficulties of their subdi- 
visions by exempting their own properties from taxation. They may therefore 
want to consider the use of broad payment-in-lieu arrangements at the State 
level.” 

S. 1657 was introduced by its sponsor for the stated purpose of strengthening 
the independence and integrity of local governments by restoring te them a part 
of the revenues they have lost because of Federal acquisition of real estate 
and other property. 

We are not convinced that the constitutional immunity of the United States 
to taxation of its property by State and local governments generally should be 
waived or that payments in lieu of taxes should continue indefinitely. However, 
it is realized that many small local taxing units are adversely affected by Federal 
acquisition or use of substantial quantities of properties which would otherwise 
be taxable. Equity demands in some of these hardships cases that the Federal 
bear at least for a transitional period a portion of the property tax cost of such 
property. Whether, and to the extent to which such payments should be made 
is a matter peculiarly within the province of the Congress to decide. 

It would appear preferable, if a proportionate share of the burdens of the 
State and local taxing units is to be borne by the Federal Government, that it 
should be achieved by Federal payments in lieu of taxes rather than by waiving 
the constitutional immunity of the United States to State and local taxation. 
By making in-lieu payments, the Federal Government would reserve final author- 
ity and retain control of the amount of the contribution to be made. It would 
avoid any unjust discrimination on the part of the local taxing authority due 
to absentee ownership of the Federal Government and lack of private seif-in- 
terest. Also, this method of sharing the local burdens would avoid ‘“‘windfalls” 
and prevent enrichment of local taxpayers where large Federal installations 
and valuable industrial properties are located in sparsely settled communities. 
Furthermore, payment of tax equivalents would eliminate the possibility of any 
local taxing authority from attempting to overvalue Federal property for taxa- 
tion purposes or to change the method of raising revenue by relying primarily 
on real estate taxes rather than other means of raising revenue, such as taxes on 
income, personal property, or sales, thus opening the way to requiring the Federal 
Government to bear a disproportionate share of the cost of local government. 
By confining the Federal Government’s obligation to in-lieu payments, there 
would be eliminated the necessity of maintaining several standards of payments 
and furnish a basis for reducing administrative costs. Finally, it would avoid 
any disputes with local taxing units. 

Concerning the cost of the program—a general estimate of the magnitude of 
the amounts involved may be derived from rough calculations based upon esti- 
mates for similar bills which were before the 83d Congress. Such estimates 
indicate a range of annual payments under the Committee’s recommendations in 
the neighborhood of $200 million—$260 million for Federal property holdings as 
of June 30, 1953. 

Other than the foregoing, we have no comments to make on §S. 1657. 

This report is being made in triplicate. 

Sincerely yours, 
JOsEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, October 14, 1955. 
Hon. Jonn L. McCLetian, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear Mr. CHArRMAN : Reference is made to your letter of September 13, 1955, 
acknowledged September 15, requesting our comments on §S. 2390, 84th Congress. 
Somewhat similar bills (S. 1566, S. 1657 and S. 2754) are pending before your 
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committee and will be made the subject of separate reports. Also, somewhat 
similar bills (H. R. 457, H. R. 4887, H. R. 4883, H. R. 2024, H. R. 1847, H. R.1587, 
H. R. 7098, and H. R. 342) presently are pending before the House Committee on 
Interior and Insular Affairs 

As indicated in the bill, Federal property is not in the absence of specific 
authorization by the Congress subject to taxation by States and local govern- 
ments. It has been uniformly so held by the courts of the United States and the 
various States (M’Culloch v. Maryland, 4 Wheat. 316; Van Brocklin v. Tennessee, 
117 U. 8. 151). The rule has been applied with equal force where the tax is a 
special tax or assessment for local improvements—such levy being an exercise of 
the sovereign power and, like other taxes, an involuntary exaction (Lee v. 
Osceola and Little River Road Improvement, 268 U. 8. 643; Mullen Benevolent 
Corporation v. United States, 290 U. S. 89). It is settled, however, that the 
lawmaking power the Government may waive this exemption wholly or with 
such limitations as it may deem proper (Austin v. The Aldermen, 7 Wall. 694, 
699). The Congress not only has authorized payments in lieu of taxes on several 
classes of propeprty but, also, it has in certain instances provided for payment 
of State and local taxes on Federal properties. See in this connection appendixes 
D and BE, pages 183 and 186, respectively, of the study committee report on pay- 
ments in lieu of taxes and shared revenues, submitted to the Commission on In- 
tergovernmental Relations, June 1955. Also, by Public Law 388, approved Au- 
gust 12, 1955 (69 Stat. 721), the Congress made temporary provision for payments 
in lieu of taxes with respect to certain real property (defense plants) transferred 
by the Reconstruction Finance Corporation and its subsidiaries to other Govern- 
ment departments. In recent years, a number of bills have been introduced 
proposing the establishment of a general policy for payments of taxes or pay- 
ments in lieu thereof to States and local governments on real estate and tangible 
personal property. To date, however, the Congress has not taken action in the 
matter possibly because it was anticipated that the report and recommendations 
of the Commission on Intergovernmental Relations established pursuant to 
Public Law 109, approved July 10, 1953, for the purpose of conducting studies 
of the National-State-local relationships, including intergovernmental tax immu- 
nities, payments in lieu of taxes and other related subjects would be of assist- 
ance in the matter. The Commission’s final report dealing with the subject 
(H. Doe. No. 198, 84th Cong.) was transmitted to the Congress by the President 
on July 28, 1955, with recommendations, as follows: 

“The Commission recommends that the National Government inaugurate a 
broad system of payments in lieu of property taxes to State and local govern- 
ments. The most important class of properties on which such payments should 
be made is commercial or industrial properties. Special assessment payments 
and transitional payments in lieu of taxes should be made in certain cases. 

“The Commission believes that these payments are necessary to help preserve 
financially healthy local governments. Present tax immunities of Federal 
property have weakened many local governments. The States and the National 
Government share in the responsibility for avoiding actions which impair the 
financial ability of local governments. Equity as between Federal and local 
taxpayers requires the National Government to make appropriate payments. 
These should be based largely on the property-tax system, which is the main 
source of local revenue. 

“The Commission does not believe that equity requires initiation of payments 
in lieu of taxes on properties held by the National Government where their non- 
contributory status has already become integrated into the economic and fiscal 
patterns of the community. Therefore, no in-lieu payments should be made on 
any properties acquired prior to a specified cutoff date. Perhaps September 8, 
1939, would be the earliest date and July 1, 1950, the latest date. These dates 
marked the beginning of periods of large-scale acquisition of properties for 
defense’ purposes—the properties which have been largely responsible for this 
problem. The Commission, recognizing that any selection must be arbitrary, 
is not prepared to recommend a specific cutoff date. In addition to a cutoff 
date, some type of arbitrary limitation on Federal payments is necessary to 
prevent excessive payments or windfalls to some local governments. 

“In the Commission’s opinion, the exhaustive report of its study committee 
on payments in lieu of taxes and shared revenues will provide the Congress with 
a solid foundation upon which to build a sound program of payments in lieu of 
taxes on Federal properties and make such adjustments in shared revenue 
arrangements as may be needed. 
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“The States sometimes contribute to the financial difficulties of their sub- 
divisions by exempting their own properties from taxation. They may therefore 
want to consider the use of broad payment-in-lieu arrangements at the State level.” 

S. 2390 was introduced by its sponsor for the purpose of carrying out the 
Commission’s recommendations. 

We are not convinced that the constitutional immunity of the United States 
to taxation of its property by State and local governments generally should be 
waived or that payments in lieu of taxes should be authorized to continue indefi- 
nitely. However, it is realized that many smail local taxing units are adversely 
affected by Federal acquisition or use of substantial quantities of properties 
which would otherwise be taxable. Bquity demands in some of these hardship 
eases that the Federal Government bear at least for a transitional period a 
portion of the property tax cost of such property. Whether, and to the extent 
to which such payments should be made is a matter peculiarly within the province 
of the Congress to decide. 

It would appear preferable, if a proportionate share of the burdens of such 
local taxing units is to be borne by the Federal Government, that such result 
should be accomplished by making payments in lieu of taxes rather than to waive 
the constitutional immunity of the United States to taxation by State or local 
governments. By making in-lieuw payments the Federal Government would 
retain administrative control over the determination of the amount of such pay- 
ments, and the time and manner of making such payments. Also, confining 
the Government’s obligation to in-lieu payments would eliminate the possibility 
of any local taxing authority from attempting to oyervalue Federal property 
for taxation purposes or to change the method of raising revenue by relying 
primarily on real-estate taxes rather than other revenue such as income, per- 
sonal property, excise or sales taxes, thus opening the way to requiring the 
Federal Government to bear a disproportionate share of the cost of local govern- 
ment. Should the Federal Government consent to taxation generally by State 
or local taxing authorities, as proposed in section 4 of the bill, it would lose the 
above benefits and place itself in this regard at the mercy of the State and local 
taxing authorities. Also, by confining the authority to in-lieu payments the 
necessity of maintaining two standards for payments would be eliminated and 
litigation with local taxing units avoided. 

Concerning the cost of the program—a general estimate of the magnitudes in- 
volved may be derived from rough calculations based upon estimates for similar 
bills which were before the 83d Congress, Such estimates indicate a range of 
annual payments under the committee’s recommendations in the neighborhood 
of $200 million to $260 million for Federal property holdings as of June 30, 1953. 

Other than the foregoing we have no comments to make on §, 2390. 

This report is being made in triplicate. 


Sincerely yours, 
JOSEPH CAMPBELL, 


Comptroller General of the United States. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, October 17, 1955. 
Hon. Jonn L. MoCLELian, 
Chairman, Committee on Government Operations, 
United States Senate, 

Dear Mr. CHAtRMAN: Reference is made to your letter of September 13, 1955, 
acknowledged September 15, requesting our comments on S. 2754, 84th Congress, 
Somewhat similar bills (S. 1566, S. 1657, and S. 2390) will be made the subject 
of separate reports. Also, somewhat similar bills (H. R. 457, H. R. 4887, H. R, 
4883, H. R. 2024, H. R. 1847, H. R. 7098, H. R. 1587, and H. R, 342) presently are 
pending before the House Committee on Interior and Insular Affairs. 

Federal property is not, in the absence of specific authorization by the Congress, 
subject to taxation by States and local governments. It has been uniformly 
so held by the courts of the United States and the various States M’Culloch v, 
Maryland, 4 Wheat. 316; Van Brocklin y. Tennessee, 117 U. 8, 151). The rule 
has been applied with equal force where the tax is a special tax or assessment 
for local improvements—such levy being an exercise of the sovereign power and, 
like other taxes, an involuntary exaction (Lee v. Osceola and Little River Road 
Improvement, 268 U. S. 643; Mullen Benevolent Corporation v, United States, 
290 U. S. 89). It is settled, however, that the lawmaking power of the Govern- 
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ment may waive this exemption wholly or with such limitations as it may deem 
proper (Austin v. The Aldermen, 7 Wall. 694, 699). In recognition of this pre- 
rogative and the financial difficulties experienced by local governments arising 
out of the Federal Government’s tax immunity, the Congress over the years has 
developed a variety of financial arrangements between the National and State- 
local governments. These arrangements vary widely. In some instances it pays 
taxes, as in the case of any other property owner. In other instances it makes 
payments in lieu of taxes; and, still in other instances, a percentage of revenues 
from Federal operation of the property is paid to State and local units. The 
instances in which the Congress has made provision for payments in lieu of taxes 
on Federal properties and the payment of State and local taxes are set out in 
appendixes D and B, respectively, of the Study Committee’s report on payments 
in lieu of taxes and shared revenues, submitted to the Commission on Inter- 
governmental Relations, June 1955. In recent years, a number of bills have been 
introduced proposing the establishment of a general policy for payments of taxes 
or payments in lieu thereof to States and local governments on real estate and 
tangible personal property. To date, however, no action has been taken in the 
mutter by the Congress, possibly because it was anticipated that the report and 
recommendations of the Commission on Intergovernmental Relations established 
pursuant to Public Law 109, approved July 10, 1953 (67 Stat. 145), for the pur- 
pose of conducting studies of the National-State-local relationships, including 
intergovernmental tax immunities, payments in lieu of taxes and other related 
subjects, would furnish a guide to solution to the problem. The Commission’s 
final report dealing with the subject (H. Doe. No. 198, 84th Cong.) was trans- 
mitted to the Congress by the President on July 28, 1955, with recommendations, 
as follows: 

“The Commission recommends that the National Government inaugurate a 
broad system of payments in lieu of property taxes to State and local govern- 
ments. The most important class of properties on which such payments should 
be made is commercial or industrial properties. Special assessment payments 
and transitional payments in lieu of taxes should be made in certain cases. 

“The Commission beliéves that these payments are necessary to help preserve 
financially healthy local governments. Present tax immunities of Federal prop- 
erty have weakened many local governments. The States and the National 
Government share in the responsibility for avoiding actions which impair the 
financial ability of local governments. Equity as between Federal and local 
taxpayers requires the National Government to make appropriate payments. 
These should be based largely on the property tax system, which is the main 
source of local revenue. 

“The Commission does not believe that equity requires initiation of payments 
in lieu of taxes on properties held by the National Government where their non- 
contributory status has already become integrated into the economic and fiscal 
patterns of the community. Therefore, no in-lieu payments should be made on 
any properties acquired prior to a specified cutoff date. Perhaps September 8, 
1939, would be the earliest date and July 1, 1950, the latest date. These dates 
marked the beginning of periods of large-scale acquisition of properties for 
defense purposes—the properties which have been largely responsible for this 
problem. The Commission, recognizing that any selection must be arbitrary, 
is not prepared to recommend a specific cutoff date. In addition to a cutoff 
date, some type of arbitrary limitation on Federal payments is necessary to 
prevent excessive payments or windfalls to some local governments. 

“In the Commission’s opinion, the exhaustive report of its study committee 
on payments in lieu of taxes and shared revenues will provide the Congress with 
a solid foundation upon which to build a sound program of payments in lieu 
of taxes on Federal properties and make such adjustments in shared revenue 
arrangements as may be needed. 

“The States sometimes contribute to the financial difficulties of their sub- 
divisions by exempting their own properties from taxation. They may therefore 
— to consider the use of broad payment-in-lieu arrangements at the State 
evel.” 

8. 2754 would establish a general policy and procedures with respect to State 
and local governments on account of Federal real property and tangible per- 
sonal property based on direct taxation of certain classes of property, together 
with special assessments on improvements. . 

While we as a matter of policy are not convinced that the constitutional im- 
munity of the United States to taxation of its property by State and local 
governments generally should be waived or that payments in lieu of taxes 





270 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


should be authorized to continue indefinitely, it is realized that many small 
local taxing units are adversely affected by Federal acquisition or use of sub- 
stantial quantities of property which would otherwise be taxable. Equity de- 
mands in some of these hardship cases that the Federal Government bear, at 
least for a transitionai period, a portion of the property tax cost of such property. 
Whether and to the extent to which such payments should be made is a matter 
peculiarly within the province of the Congress to decide. 

If a proportionate share of the burdens of State and local taxing units is to 
be borne by the Federal Government, it would appear preferable that it should 
be achieved by Federal payments in lieu of taxes rather than by waiving the 
constitutional immunity of the United States to State and local taxation. By 
making in-lieu payments, the Federal Government would reserve final authority 
and retain control of the amount of the contribution to be made. It would 
avoid any unjust discrimination on the part of the local taxing unit due to 
absentee ownership of the Federal Government and lack of private self-interest. 
Also, this method of sharing the local burdens would avoid “windfalls” and 
prevent enrichment of local taxpayers where large Federal installations and 
valuable industrial properties are located in sparsely settled communities. Fur- 
thermore, payment of tax equivalents would eliminate the possibility of any local 
taxing authority attempting to overvalue Federal property for taxation purposes 
or to change the method of raising revenue by relying primarily on real estate 
taxes rather than other means of raising revenue, such as taxes on income, 
personal property or sales, thus opening the way to requiring the Federal Gov- 
ernment to bear a disproportionate share of the cost of local government. 
Finally it would avoid any disputes with local taxing authorities. 

Concerning the cost of the program—a general estimate of the magnitude of 
the amounts involved may be derived from rough calculations based upon esti- 
mates for similar bills which were before the 83d Congress. Such estimates indi- 
eate a range of annual payments under the committee’s recommendations in the 
neighborhood of $200 million to $260 million for Federal property holdings as 
of June 30, 1958. 

Other than the foregoing, we have no comments to make on S. 2754. 

This report is being made in triplicate. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, April 20, 1956. 
Hon. JoHnw L. McCrietian, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear Mr. CHAtrRMAN: Reference is made to your letter of April 13, 1956, 
acknowledged April 16, requesting our views and recommendations on 8. 3534, 
84th Congress. 

The bill would authorize payments in lieu of assessments for improvements 
to State tax authorities with respect to real property acquired by the Federal 
Government after December 31, 1954, and which realty was subject at the time 
of acquisition by the United States to real property tax committed to the dis- 
charge of bonded indebtedness for any public improvements. 

If legislation is to be enacted to authorize payments in lieu of taxes on Fed- 
eral real property as proposed in the several bills now pending before your 
committee which have been the subject of several prior reports by our office, we 
would not be opposed to the payment on such property of special assessments to 
finance local improvements where both non-Federal and Federal properties are 
included in the benefited district and subjected to the assessment provided, of 
course, that the Federal property is treated on the same basis and accorded the 
same safeguards and exemptions as non-Federal properties. Whether payments 
in lieu of assessments should be authorized by separate legislation or be included 
in general legislation authorizing in-lieu payments is, of course, a matter within 
the province of the Congress to decide. Section 301 of S. 1566, 84th Congress, 
considered in our report to you of October 14, 1955, B—92015, provided among 
other things, for the payment of special assessments for improvements author- 
ized after the effective date of the act (date of enactment) as well as to 
special assesments outstanding at the time of acquisition concerning Federal 
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property acquired after such effective date. In commenting on that bill we 
stated as follows: 

“As to the special assessments on Federal property generally, as provided for 
in section 301—aside from the fact that local improvements for which there is 
no necessity so far as the use of the Federal property is concerned might be 
initiated—sinee the right is reserved to oppose projects on the same basis ac- 
corded owners of private property, there appears little basis for objection to 
the Federal Government paying a share of the costs of such local improvements. 
However, it is thought that such payments should also take the form of an in- 
lieu payment, the amount of which should be determined by the owning agency 
and be limited to the enhancement in value of the Federal improvement attribut- 
able to the local improvement, it having been held at least in some jurisdictions 
that special assessments do not proceed upon the theory that the assessment must 
not exceed the special benefit received from the improvement. (See Bloomington 
v. Lathan, 32 N. E. 506, 18 L. R. A. 487, 48 Am. Jur., Special or Local Assessments, 
sec. 27.)” 

Since the landowner at the time the public improvement was begun would 
have had the right to oppose the improvement and special assessment, there 
would apepar to be considerable merit for the view that where the Federal 
Government later acquires the land it should continue to make payments equal 
to the assessments which would become due after the date of its acquiring the 
realty. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., November 28, 1955. 
Hon. Joun L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 


Dear SENATOR MCCLELLAN: This is with reference to your letters of Septem- 
ber 12 and 13 requesting our comments on 8S. 826, 8. 1566, S. 1657, S. 2390, and 
S$. 2754, all relating to local taxation of certain Federal property and payments 
in lieu of taxes. 

With the exception of S. 826, nothing in these bills will affect the operations 
of the Office of Defense Mobilization. 8. 826 assigns to the Director of this 
Office the duty of general supervision and coordination of the functions of the 
Federal owning agencies in connection with this program. 

I do not believe that these new duties would be particularly germane to the 
mission of this Agency and I would therefore prefer not to accept the additional 
responsibility. If the Congress so desires, however, we could do so provided 
that additional funds were provided for a relatively small increase in staff. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 
ArtTuour 8. Fitemmina, Director. 


DISTRICT OF COLUMBIA REDEVELOPMENT LaNp AGENCY, 
Washington 24, D. C., April 30, 1956. 
The Honorable Hunert H. HuMPpuHREY, 
United States Senate, Senate Office Building, 
Washington 25, D. C. 

My Dear SENATOR: Please accept the sincere regrets of this Agency that we 
were unable to furnish you with information prior to your hearings on bills 
relating to the payments of taxes or in lieu of taxes to State or local taxing 
units which were held on April 19 and 20. 

Our Agency is generally in favor of the recommendations included in the 
report of a study committee and submitted to the Commission on Intergovern- 
mental Relations under the District of Columbia Redevelopment Act of 1945. 
Our Agency which is an independent Federal Agency operating only in the 
District of Columbia Government is directed to pay full taxes on all real estate 
owned by the Agency. This has been recognized by the Housing and Home 
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Finance Administrator as an element in the cost of federally assisted rede- 
velopment projects. Legislation permitting this recognition in the case of ether 
cities in the Nation is now before the United States Senate. We are in favor 
of this legislation 

There will be a number of Federal office buildings constructed in our South- 
west redevelopment project under the Lease Purchase Act. These buildings 
under the act will pay full taxes during the 25-year period of private ownership. 
As these structures are Federal rather than community facilities we feel that 
these tax payments are equitable. In Washington and other cities, however, 
there are proposed certain other Federal facilities within redevelopment proj- 
ects to be financed by direct Federal appropriation without additional legisla- 
tion. These facilities will be tax free. It would be our recommendation that 
a provision of the appropriation act authorizing the construction of such struc- 
tures provide for equitable payments in lieu of taxes. 

We are in favor of the existing provisions of law relating to payments in lieu 
of taxes on public housing projects. These payments ar approximately half 
of normal real-estate taxes, the remaining half being credited towards the local 
share of financing the low rent character of the housing. We believe this is 
an equitable and workable arrangement. 

We have not had the opportunity to clear any of these items with the Bureau 
of the Budget and consequently they do not constitute a commitment respecting 
the President’s program, but we are pleased to submit them to you informally 
for the record. 

Sincerely yours, 
Joun R. Searies, Jr., Executive Director. 


FEDERAL Power CoMMISSION, 
Washington, April 16, 1956. 
Re S. 826, S. 1566, S. 1657, S. 2390, and 8. 2754, 84th Congress: 
Hon. Husrert H. HuMPHREY, 
Senate Committee on Government Operations, 
United States Senate, 
Washington, D. C. 

Dear SENATOR HumpuHREY: This is in reply to your letter of April 3, 1956, 
advising the Chairman of the Commission that the Committee on Government 
Operations will hold hearings on the above designated bills on Thursday and 
Friday, April 19 and 20, 1956, and requesting that the clerk of the committee be 
notified whether the Commission intends to have a representative appear at the 
hearings. 

The Commission report on each of the bills is being submitted to you and the 
éelerk of the committee has been notified that the Commission does not believe 
its interest in the proposed bills is sufficient to justify having a Commission 
representative appear. 

The Commission appreciates receiving your letter concerning this matter. 

Sincerely yours, 
S. L. Dieny, Actitig Chairman. 


FEDERAL Power COMMISSION REPORT on S. 826, 84TH CONGRESS 


A bill to provide for payments by the Federal Government to States or local 
taxing units adversely affected by Federal acquisition, ownership, or use of 
defense production facilities, to prvoide for the taxation of certain Federal 
properties, and for other purposes 


This bill is known as the Act for Payments to Local Taxing Authorities and 
declares it to be the policy of the United States “in carrying out the national pro- 
gram of military security and defense to avoid insofar as feasible the impair- 
ment of the finances of State and local governments through the acquisition, 
ownership, or use of any defense production facility by the Federal Government 
or through requirements for State or local governmental services arising directly 
from Federal ownership or use of any such facility.” 

Section 4 of the bill grants consent to State and local governments to tax the 
interest of the United States, in defense production facilities as defined therein, 
and under section 5 of the bill payments in lieu of taxes would be made on 
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account of defense production facilities constructed or acquired by the United 
States since July 1, 1950, which are not subject to taxation under section 4. The 
methods and procedures for determining the amount of the tax or the payments 
in lieu of taxes are prescribed in the bill. 

The term “defense production facility” as defined in the bill would include 
electric generating facilities owned by the United States and used for industrial 
or commercial purposes connected with national defense. 

The Federal Power Commission is not charged with responsibility for adminis- 
tering any real or personal property coming within the provisions of this bill and 
consequently would not be a Federal agency required to make payments to States 
and local taxing units thereunder. However, under section 16 of the Federal 
Power Act (41 Stat. 1072, 16 U. 8. C. 809) the United States has power to take 
over and operate any hydroelectric project licensed under the Power Act upon 
a written order of the President when necessary for the safety of the United 
States. 

The Supreme Court of the United States in the case of United States v. Twin 
City Power Co., (No. 21, October term, 1955, decided Jan. 23, 1956 (76 S. Ct. 
259), held that in a condemnation proceeding instituted by the United States 
the condemnee is not entitled to waterpower value as an element of just compen- 
sation for fast lands taken for waterpower development, flood control and in aid 
of navigation. To the same effect is United States v. Chandler-Dunbar Oo. 
(229 U. 8S. 53), decided by the Supreme Court on May 26, 1918. It is accordingly 
recommended that section 5 (b) of the bill, which sets out the factors that are 
to enter into the determination of the amount of any contribution, be amended 
by adding language to exclude consideration of the waterpower value of such 
lands. 

The bill would apply to Federal properties used in the generation, transmission, 
or distribution of electric power, including Federal reservoir projects under the 
control of the Department of the Army pursuant to the Flood Control Act of 1944, 
when all or part of the energy is used in emergency or defense work. Under 
section 5 of the Flood Control Act of 1944 rate schedules for the sale of electric 
power and energy by the Interior Department from Army flood-control projects 
become effective only upon confirmation and approval by the Federal Power 
Commission. Similar rate approval authority is given to the Commission under 
the Bonneville, Fort Peck, Eklutna, and other acts. The effect of 8. 826 would 
necessarily be to increase the cost of electrie energy generated and sold for 
defense purposes for such multiple-purpose projects, and the Commission would 
be duty bound in considering the rate schedules subject to its approval to allow 
as increased costs the amounts paid as local taxes or in lieu of taxes under the 
proposed bill. 

The Commission has agreed (March 12, 1954) with the Departments of the 
Army and Interior that for purposes of project justification the economic anal- 
yses of proposed Federal hydroelectric projects should be made on the basis of 
including as a part of the economic cost of hydro power the taxes that would 
be foregone as a result of Federal development of a proposed hydroelectric 
project instead of development by a non-Federal agency of the most likely alterna- 
tive development, generally a privately financed steam-electriec plant, although 
in some circumstances the alternative source may be a hydroelectric project. 
Under the “taxes foregone” arrangement, insofar as State and local taxes are 
concerned, the annual allowances in lieu of taxes are computed as the amounts 
of State and local taxes paid by privately owned utilities in the particular region 
on production and transmission facilities in providing equivalent amounts of 
power capacity, the assumption being that in the absence of the Federal develop- 
ment the same amount of capacity would have been provided by the utility 
companies in plants of the types actually constructed by those companies. 

The Commission suggests that consideration be given to the principle of “taxes 
foregone” embodied in the above-mentioned March 12, 1954, interagency agree- 
ment as a basis for determining the amount of payments to State and local 
taxing authorities with respect to Federal electric generating facilities in lieu of 
the methods for determining those amounts specified in 8. 826. 

The Commission recognizes that the legislative principle in 8. 826 primarily 
presents a question of policy for determination by the Congress. 


FeperRAL Power COMMISSION, 
By 8. L. Dicsy, Acting Chairman. 
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FEDERAL PowER COMMISSION Report oN S. 1566, 84TH CONGRESS 


A bill establishing a general policy and procedures with respect to payments 
to State and local governments on account of Federal real property and tan- 
gible personal property, and for other purposes 


This bill is known as the Act for Payments to State and Local Governments 
on Federal Real Property, and declares it to be the policy of the United States 
to avoid insofar as feasible the impairment of the finances of State and local 
governments through the acquisition of property by the Federal Government 
or through requirements for State or local governmental service arising 
directly from Federal ownership or use of property. 

Title I of the bill provides for annual payments to State and local govern- 
ments in lieu of taxes with respect to Federal property as defined in the bill. 

Title II grants consent to State and local governments to tax Federal prop- 
erty acquired to protect the financial interest of the Federal Government in 
connection with loans or contracts of insurance or guaranty. 

Title III grants consent to State and local governments to levy special as- 
sessments for local improvements against specified Federal real property. 

Title IV provides a system for making payments to State and local govern- 
ments not otherwise compensated for substantial financial burdens placed 
thereon by the Federal Government. 

The methods and procedures for determining the amount of the payments 
in lieu of taxes, the actual taxes, special assessments, or other payments to 
State and local governments are prescribed in the bill. 

Section 3 of the bill definies “Federal real property” to mean “real property 
the title to which is in the Federal Government and real property held in 
trust for individuals or groups of individuals by the Federal Government, 
which, by reason of such trusteeship, is not subject to taxation by States and 
local governments,” and defines “Federal property” to include both Federal 
real property and certain Federal tangible personal property. 

The terms “Federal real property” and “Federal property” as defined in the 
bill would include electric generating facilities, but would specifically exclude 
Federal navigation dams or navigation portions of Federal multiple-purpose 
dams, and the Federal agency operating such properties would be required 
to make contributions to State and local governments either under the provi- 
sions of this bill or under existing statutes. 

The Federal Power Commission is not charged with responsibility for admin- 
istering any real or personal property coming within the provisions of this 
bill and consequently would not be a Federal agency required to make payments 
to States and local taxing units thereunder. However, under section 16 of the 
Federal Power Act (41 Stat. 1072, 16 U. S. C. 809) the United States has power 
to take over and operate any hydroelectric project licensed under the Power 
Act upon a written order of the President when necessary for the safety of the 
United States. Any project so taken would become subject to payments to State 
and local governments under S. 1566. 

The lands of the United States which are utilized as parts of waterpower 
projects by non-Federal agencies under the licensing provisions of the Federal 
Power Act would not be subjected to taxation or contributions by the bill and 
the Federal Power Commission would continue to collect annual charges under 
section 10 (e) of the Power Act for use of such lands and would continue to 
distribute a portion of the amounts so collected to the respective States as pro- 
vided in section 17 (a) of the Power Act (see sec. 101 (a) (3) and 508 (a) (2) 
of S. 1566). 

The Supreme Court of the United States in the case of United States v. Twin 
City Power Co., No. 21, October term, 1955, decided January 23, 1956 (76 8S. Ct. 
259), held that in a condemnation proceeding instituted by the United States 
the condemnee is not entitled to waterpower value as an element of just com- 
pensation for fast lands taken for waterpower development, flood control, and in 
aid of navigation. To the same effect is United States v. Chandler-Dunbar Co. 
(229 U. S. 53), decided by the Supreme Court on May 26, 1913. It is accordingly 
recommended that the bill be amended by adding language to exclude consider- 
ation of the waterpower value of such lands as a factor entering into the deter- 
—- of the amount of any contribution to be made by the United States under 
this bill. 

The bill would apply to Federal properties used in the generation, transmis- 
sion, or distribution of electric power, including Federal reservoir projects under 
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the control of the Department of the Army pursuant to the Flood Control Act 
of 1944. Under section 5 of the Flood Control Act of 1944, rate schedules for the 
sale of electric power and energy by the Interior Department from Army flood- 
control projects become effective only upon confirmation and approval by the 
Federal Power Commission. Similar rate approval authority is given to the 
Commission under the Bonneville, Fort Peck, Eklutna, and other acts. The 
effect of S. 1566 would necessarily be to increase the cost of electric energy gen- 
erated and sold from such multiple-purpose projects and the Commission would 
be duty bound in considering the rate schedules subject to its approval to allow 
as increased costs the amounts paid as local taxes or in lieu of taxes under 
the bill. 

The Commission has agreed (March 12, 1954) with the Departments of the 
Army and Interior that for purposes of project justification the economic analyses 
of proposed Federal hydroelectric projects should be made on the basis of includ- 
ing as a part of the economic cost of hydro power the taxes that would be foregone 
as a result of Federal development of a proposed hydroelectric project instead 
of development by a non-Federal agency of the most likely alternative develop- 
ment, generally a privately financed steam-electric plant, although in some 
circumstances the alternative source may be a hydroelectric project. Under the 
taxes-foregone arrangement, insofar as State and local taxes are concerned, 
the annual allowances in lieu of taxes are computed as the amounts of State 
and local taxes paid by privately owned utilities in the particular region on pro- 
duction and transmission facilities in providing equivalent amounts of power 
capacity, the assumption being that in the absence of the Federal development, 
the same amount of capacity would have been provided by the utility companies 
in plants of the types actually constructed by those companies. 

The Commission suggests that consideration be given to the principle of 
taxes foregone embodied in the above-mentioned March 12, 1954, interagency 
agreement as a basis for determining the amount of payments to State and 
local taxing anthorities with respect to Federal electric generating facilities 
in lieu of the methods for determining those amounts specified in S. 1566. 

The Commission recognizes that the legislative principle in S. 1566 primarily 
presents a question of policy for determination by the Congress. 


FEDERAL POWER COMMISSION, 
By S. L. Diesy, 
Acting Chairman. 


FEDERAL PoWER CoMMISSION ReEPorT on S. 1657, 84TH CoNGRESS 


A bill to authorize the taxation of certain Federal property by State and local 
tax authorities, to provide for the payment by Federal agencies of sums in 
lieu of taxes with respect to certain other Federal property, and for other 
purposes 


This bill is known as the Federal Property Tax Authorization Act of 1955 
and declares it to be the policy of the United States to make tax payments and 
contributions in lieu of taxes to State taxing authorities on account of Federal 
property which is located within the various States, and which by reason of 
being so situated has deprived those States and their local governmental units 
of sources of tax revenue. 

Section 4 of the bill grants consent to State taxing authorities to tax certain 
classes of Federal property, including any property held by a Federal agency as 
security to protect the Government’s financial interest, property owned and 
leased by the Federal Government, and property sold under a conditional sales 
contract to any taxable person. ; 

Section 5 provides for annual payments in lieu of taxes with respect to certain 
types of, Federal property, including that used for the generation of electrical 
energy. 

Section 9 grants consent to State taxing authorities to levy special assessments 
for local improvements against Federal real property. 

The methods and procedures for determining the amount of any payment in 
lieu of taxes, the actual tax or special assessments payable to any State taxing 
authority are prescribed in the bill. 

The Federal Power Commission is not charged with responsibility for ad- 
ministering any real or personal property coming within the provisions ef this 
bill and consequently would not be a Federal agency required to make payments 
to States and local taxing units thereunder. However, under section 16 of the 
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Federal Power Act (41 Stat. 1072, 16 U. 8S. GC. 809) the United States has power 
to take ever and operate any hydroelectric project licensed under the Power Act 
upon a written order of the President when necessary for the safety of the 
United States. Any project so taken would be subjected to payments to State 
taxing authorities under 8. 1657. 

The lands of the United States which are utilized as parts of waterpower 
developments by non-Federal agencies under the licensing provisions of the 
Federal Power Act would not be subjected to taxation or contributions by the 
bill, and the Federal Power Commission would continue to collect annual charges 
under section 10 (e) of the Power Act for the use of such lands and would con- 
tinue to distribute a portion of the amounts so collected to the respective States 
as provided in subsection 17 (a) of the Power Act, (See see. 6 (b) of S. 1657.) 

The Supreme Court of the United States in the case of United States v. Twin 
Oity Power Company, No. 21, October Term, 1955, decided January 238, 1956 (76 
S. Ct. 259), held that in a condemnation proceeding instituted by the United States 
the condemnee is not entitled to waterpower value as an element of just com- 
pensation for fast lands taken for waterpower development, flood control, and 
in aid of navigation. To the same effect is United States y, Chandler-Dunbar Co. 
(229 U. 8. 53), decided by the Supreme Court on May 26, 1918, It is accordingly 
recommended that section 5 (b) of the bill, which sets out the factors that are 
te enter into the determination of the amount of any contribution, be amended by 
adding language to exclude consideration of the waterpower value of such lands. 

‘The bill would apply to Federal properties used in the generation, transmission, 
or distribution of electric power, including Federal reservoir projects under the 
eontrol of the Department of the Army pursuant to the Flood Control Act of 1944. 
Under section 5 of the Flood Gontrol Act of 1944, rate schedules for the sale of 
electric power and energy by the Interior Department from Army flood-control 
projects become effective only upon confirmation and approval by the Federal 
Power Commission. Similar rate approval authority is given to the Commission 
under the Bonneville, Fort Peck, Ekiutna, and other acts. The effect of 8. 1657 
would necessarily be to increase the cost of electric energy generated and sold 
from such multiple-purpose projects and the Commission would be duty bound 
in considering the rate schedules subject to its approval to allow as increased 
costs the amounts paid as lecal taxes or in lieu of taxes under the bill. 

The Commission has agreed (March 12, 1954) with the Departments of the 
Army and Interior that for purposes of project justification the economic analyses 
of proposed Federal hydroelectric projects should be made on the_basis of in- 
cluding as a part of the economic cost of hydro power the taxes that would be 
foregone as a result of Federal development of a proposed hydroelectric project 
instead of development by a non-Federal agency of the most likely alternative 
development, generally a privately financed steam-electric plant, although in some 
cireumstances the alternative source may be a hydroelectric propect. Under the 
“taxes foregone” arrangement, insofar as State and local taxes are concerned, 
the annual allowances in lieu of taxes are computed as the amounts of State and 
local taxes paid by privately owned utilities in the particular region on production 
and transmission facilities in providing equivalent amounts of power capacity, 
the assumption being that in the absence of the Federal development, the same 
amount of capacity would have been P fons by the utility companies in plants 
of the types actually constructed by those companies. 

The Commission suggests that consideration be given to the principle of “taxes 
foregone” embodied in the above-mentioned March 12, 1954, interagency agree- 
ment as a basis for determining the amount of payments to State and local 
taxing authorities with respect to Federal electric generating facilities in lieu 
of the methods for determining those amounts specified in S, 1657, 

The Commission recognizés that the legislative principle in 8. 1657 primarily 
presents a question of policy for determination by the Congress. 

FEDERAL POWER COMMISSION, 
By 8S. L, Diesy, Acting Chairman. 


FEDERAL PoweR COMMISSION Report on S. 2390, 84TH CoNnGRESS 


A bill to consent to the taxation of certain Federal property by State and local 
tax authorities, to provide for the payment to such authorities of sums in lieu 
of taxes with respect to certain other Federal property, and for other purposes 


This bill is known as the Federal Property Tax Payment Act of 1955 and de- 
clares it to be the policy of the United States to make tax payments and contribu- 
tions in lieu of taxes on account of Federal property which is located within the 
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various States, and which by reason of being so situated has deprived those States 
and their local governmental units of sources of tax revenue. 

Section 4 of the bill grants consent to State taxing authorities to tax certain 
classes of Federal property, including any property held by a Federal agency 
as security to protect the Government’s financial interest, property owned and 
leased by the Fedéral Government, and property sold under a conditional sales 
contract te any taxable person. 

Section 5 provides for annuaél payments in lieu of taxes with respect to certain 
types of Féderal property, including that used for the generation of electrical 

nergy. 
" Section 9 grants consent to State taxing authorities to levy assessments for lo- 
cal improvements against Federal teal property. 

The methods and procedures for determining the amount of any payment in 
lieu of taxes, the actual tax, or special assessment payable to any State taxing 
authority are prescribed in the bill. 

The Federal Power Commission is not Charged with responsibility for admin- 
istering any real Of personal property coming within the provisions of this bill 
and consequently would not be a Federal agency required to make payments to 
States and local taxing units thereunder, However, under section 16 of the Fed- 
eral Power Act (41 Stat. 1072, 16 U. S. C. 809), the United States has power to 
take over and operate any hydroelectric project licensed under the Power Act 
upon a written order of the President when necessary for the safety of the 
United States. Any project so taken would become subject to payments to State 
taxing authorities under S. 2390. 

The lands of the United States which are utilized as parts of water-power de- 
velopments by non-Federal agencies under the licensing provisions of the Fed- 
eral Power Act would not be subjected to taxation or contributions by the bill, 
and the Federal Power Commission would continue to collect annual charges 
under section 10 (e) of the Power Act for the use of such lands and would con- 
tinue to distribute a portion of the amounts so collected to the respective States 
as provided in subsection 17 (a) of the Federal Power Act. (See sec. 6 (a) of 
8. 2890.) 

The Supreme Court of the United States in the case of United States v. Twin 
City Power Cémpany, No. 21, October term, 1955, decided January 23, 1956 
(76 8. Ct. 259), held that in a condemnation proceeding instituted by the United 
States the condemnee is not entitled to waterpower value as an element of just 
compensation for fast lands taken for waterpower development, flood control 
and in aid of navigation. To the same effect is United States v. Chandler-Dunbar 
Co. (229 U. §. 53), decided by the Supreme Court on May 26, 1913. It is ac- 
cordingly recommended that section 5 (b) of the bill, which sets out the factors 
that are to enter into the determination of the amount of any contribution, be 
amended by adding languagé to exclude consideration of the waterpower value 
of such lands, 

The bill would apply to Federal properties used in the generation, transmission, 
or distribution of electric power, including Federal reservoir projects under the 
control of the Department of the Army pursuant to the Flood Control Act of 
1944. Under section 5 of the Flood Control Act of 1944, rate schedules for the 
sale of electric power and energy by the Interior Department from Army fiood- 
control projects become effective only upon confirmation and approval by the 
Federal Power Commission, Similar rate approval authority is given to the Com- 
mission under the Bonneville, Fort Peck, Eklutna and other acts. The effect of 
S. 2390 would necessarily be to increase the cost of electric enefgy generated 
and sold from such multiple-purpose projects and the Commission would be duty 
bound in considering the rate schedules subject to its approval to allow as 
increased costs the amounts paid as local taxes or in lieu of taxes under the bill. 

The Commission has agreed (March 12, 1954) with the Departments of the 
Army and Interior that for purposes of project justification the economic analyses 
of proposed Federal hydroelectri¢ projects should be made on the basis of inelud- 
ing as a part of the ecohomic cost of hydro power the taxes that would be fore- 
gone as a result of Federal development of a proposed hydroelectric project 
instead of development by a hon-Federal agency of the most likely alternative 
development, generally a privately financed steam-electrie plant, although in some 
circtimstances the altertiative source may be a hydroelectric project. Under the 
“taxes foregone” atrangement, insofar as State and local taxes are-concerned, 
the annual allowances in lieu of taxes are computed as the amounts of State and 
local taxes paid by privately owned utilities in the particular region on produc- 
tion and transmission facilities in providing equivalent amounts of power 
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capacity, the assumption being that in the absence of the Federal development, 
the same amount of capacity would have been provided by the utility companies 
in plants of the types actually constructed by those companies. 

The Commission suggests that consideration be given to the principle of “taxes 
foregone’ embodied in the above-mentioned March 12, 1954, interagency agree- 
ment as a basis for determining the amount of payments to State and local 
taxing authorities with respect to Federal electric generating facilities in lieu 
of the methods for determining those amounts specified in S. 2390. 

The Commission recognizes that the legislative principle in S. 2390 primarily 
presents a question of policy for determination by the Congress. 

FEDERAL POWER COMMISSION, 
By 8S. L. Diasy, Chairman. 


FepERAL Power COMMISSION Report on 8S. 2754, 84TH CONGRESS 


A bill to authorize the taxation of certain Federal real property by State and 
local tax authorities, and for other purposes 


This bill is known as the Federal Real Property Tax Act of 1955 and provides 
generally that all Federal real property shall be subject to the jurisdiction of 
any State tax authority to the same extent and under the same conditions as 
other property of like class within such jurisdiction. Excluded therefrom 
would be real property (1) which would be exempt if privately owned, because 
of its use; (2) which is subject to certain revenue sharing arrangements under 
authority of Federal law; and (3) which is being used for certain specified 
purposes such as Federal offices and institutional services. In addition, the bill 
would not apply to Federal property for any period during which taxpayments 
have been made on such property under other laws. 

Pursuant to section 10 (e) of the Federal Power Act the Commission collects 
annual charges for the use of lands of the United States included in waterpower 
projects licensed under the provisions of the Power Act. A portion of such 
amounts collected are paid over to the affected States under the provisions of 
section 17 (a) of that act. S. 2754 would authorize State taxing authorities 
to assess taxes directly against such lands in lieu of receiving the payments 
provided under section 17 (a) of the Federal Power Act. (See secs. 3 (b) and 
6 (c) of S. 2754. If S. 2754 is enacted the Commission would continue to collect 
such annual charges and each State affected would be required to elect whether 
to continue receiving payments under section 17 (a) of the Power Act or to 
assess taxes directly against the lands of the United States involved. 

In addition, under section 16 of the Federal Power Act (41 Stat. 1072, 16 
U. S. C. 809) the United States has power to take over and operate any hydro- 
electric project licensed under the Power Act upon a written order of the 
President when necessary for the safety of the United States. Any project so 
taken would be subject to taxation under S. 2754. 

The Supreme Court of the United States in the case of United States v. Twin 
City Power Company, No. 21, October Term, 1955, decided January 23, 1956 
(76 S. Ct. 259), held that in a condemnation proceeding instituted by the United 
States the condemnee is not entitled to waterpower value as an element of just 
compensation for fast lands taken for waterpower development, flood control, 
and in aid of navigation. To the same effect is United States v. Chandler- 
Dunbar Co. (229 U. 8. 53), decided by the Supreme Court on May 26, 1913. It 
is accordingly recommended that section 5 (b) of the bill, which sets out the 
factors that are to enter into the determination of the amount of any contribu- 
tion, be amended by adding language to exclude consideration of the waterpower 
value of such lands. 

The bill would apply to Federal properties used in the generation, transmission 
or distribution of electric power, including Federal reservoir projects under the 
control of the Department of the Army pursuant to the Flood Control Act of 
1944. Under section 5 of the Flood Control Act of 1944, rate schedules for the 
sale of electric power and energy by the Interior Department from Army flood- 
control projects become effective only upon confirmation and approval by the 
Federal Power Commission. Similar rate approval authority is given to the 
Commission under the Bonneville, Fort Peck, Eklutna, and other acts. The ef- 
fect of 8. 2754 would necessarily be to increase the cost of electric energy gen- 
erated and sold from such multiple-purpose projects and the Commission would 
be duty bound in considering the rate schedules subject to its approval to 
allow as increased costs the amounts paid as local taxes or in lieu of taxes un- 
der the bill. 
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The Commission has agreed (March 12, 1954) with the Departments of the 
Army and Interior that for purposes of project justification the economic 
analyses of proposed Federal hydroelectric projects should be made on the 
basis of including as a part of the economic cost of hydro power the taxes that 
would be foregone as a result of Federal development of a proposed hydroelectric 
project instead of development by a non-Federal agency of the most likely 
alternative development, generally a privately-financed steam-electric plant, 
although in some circumstances the alternative source may be a hydroelectric 
project. Under the “taxes foregone” arrangement, insofar as State and local 
taxes are concerned, the annual allowances in lieu of taxes are computed as the 
amounts of State and local taxes paid by privately owned utilities in the particu- 
lar region on production and transmission facilities in providing equivalent 
amounts of power capacity, the assumption being that in the absence of the 
Federal development, the same amount of capacity would have been provided by 
the utility companies in plants actually constructed by those companies. 

The Commission suggests that consideration be given to the principle of “taxes 
foregone” embodied in the above-mentioned March 12, 1954 interagency agree- 
ment as a basis for determining the amount of payments to State and local 
taxing authorities with respect to Federal electric generating facilities in lieu 
of the methods for determining those amounts specified in 8S. 2754. 

Section 6 of the bill sets out the procedure whereby State taxing authorities 
can file claims for tax contributions, and provides that all substantive and pro- 
cedural rights and remedies under State law, including administrative and ju- 
dicial review, shall be applicable to the Federal agency in determining the exist- 
ence and amount of the Government’s liability, and particularly with reference to 
the valuation, rate of tax, and assessment of the affected Federal property. 

Questions can be raised as to the propriety and legal efficacy of thus relegating 
the United States to State administrative and judicial control instead of com- 
mitting such determinations to Federal administrative and judicial forums. In 
order to properly safeguard Federal interests and achieve standardization of 
policy and practice in the administration of whatever tax program is adopted 
it would seem to be both desirable and necessary to vest control of these matters 
in some Federal instrumentality, with adequate provision for the advice and 
participation of State and local interests and affected Federal departments and 
agencies. 

The Commission recognizes that the legislative principle in 8S. 2754 primarily 
presents a question of policy for determination by the Congress. 


FEDERAL POWER COMMISSION, 
By 8. L. Dresy, 
Acting Chairman. 


FEDERAL POWER COMMISSION REPorRT ON §8. 3534, 84rH CONGRESS 


A bill to provide for payments in lieu of taxes to State tax authorities with 
respect to certain real property subject at the time of its acquisition by the 
United States to real property tax committed to the discharge of bonded 
indebtedness of any public improvement. 


This bill would require Federal agencies charged with the administration of 
any federally owned real property which has been acquired since December 31, 
1954, and which was previously committed to the discharge of bonded indebted- 
ness incurred for public improvements, to pay to the appropriate State taxing 
authorities sums equivalent to any real property taxes which otherwise would 
have accrued to such State taxing authorities with respect to such property 
if it had remained in private ownership during that period. 

Also, effective July 1, 1956, and continuing until the discharge of the indebted- 
ness om account of which such tax payments are made applicable, the Federal 
Government would be required to make the appropriate real property tax pay- 
ments on a fiscal year basis. 

The Federal Power Commission is not charged with responsibility for adminis- 
tering any real property coming within the provisions of this bill and con- 
sequently would not be a Federal agency required to make payments to State 
taxing authorities thereunder. However, under section 16 of the Federal Power 
Act (41 Stat. 1072, 16 U. S. C. 809) the United States has power to take over 
and operate any hydroelectric project licensed under the Power Act upon a 
a order of the President when necessary for the safety of the United 

tates. 
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The Supreme Oourt of the United States in the case of United States v. Twin 
City Power Company, No. 21, October term, 1955, decided January 23, 1956 
(350 U. 8. 222), held that in a condemnation proceeding instituted by the United 
States the condemnee is not entitled to waterpower value as an element of just 
compensation for fast lands taken for waterpower development, flood control 
and in aid of navigation. To the same effect is United States v. Chandler- 
Dunbar Co. (229 U. 8S. 53), decided by the Supreme Court on May 26, 1913. 
It is accordingly recommended that the bill be amended by adding language to 
exclude consideration of the waterpower value of such lands in the determina- 
tion of any payments thereunder. 

This bill could apply to Federal properties acquired after December 31, 1954, 
and used in the generation, transmission or distribution of electric power, 
including Federal reservoir projects under the control of the Department of 
the Army. Under section 5 of the Flood Control Act of 1944, rate schedules for 
the sale of electric power and energy by the Interior Department from Army 
flood-control projects become effective only upon confirmation and approval by 
the Federal Power Commission. Similar rate approval authority is given to 
the Commission under the Booneville, Fort Peck, Eklutna, and other acts. The 
effect of 8. 3534 could be to increase the cost of electric energy generated 
and sold from multiple-purpose projects constructed in the future, and the Com- 
mission would be dutybound in considering the rate schedules subject to its 
approval to allow as increased costs any amounts paid as real property taxes 
under the bill. 

The Commission recognizes that the legislative principle in 8. 3534 primarily 
presents a question of policy for determination by the Congress. 


FEDERAL POWER COMMISSION, 
By Jerome K. KuyKENDALL, Chairman. 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., February 29, 1956. 


Re S. 2100, prohibiting designation of contractor purchasing agents. 
Hon. Joun L. McCLeiian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear SENATOR MCCLELLAN: Your June 6 letter requested views and recom- 
mendations of this agency on 8S. 2100 a bill to prohibit agencies of the United 
States from entering into contracts under which private contractors are con- 
stituted agents of the United States to purchase property necessary to carry out 
such contracts. 

Section 1 (a) of the bill would preclude Government agencies from constituting 
by contract, private persons as Government agents for the purchase of property 
necessary to earry out such contract. Under section 1 (b), contract provisions 
purporting to constitute private persons as Government agents for making such 
purchases would be void to the extent such arrangement was inconsistent with 
applicable State (including Territory or District of Columbia) taxes on the sale 
or use of such property. 

The bill is intended, ostensibly, to subject to taxability by the States, cost-type 
eontractor purchases under the circumstances involved in Kern-Limerick, Inc. v. 
Scurlock (347 U. 8. 110 (1954)). In that case, involving the designation by the 
Navy Department of a cost-type contractor as its agent for making purchases of 
materials for use in performance of the cost-type contract, the United States 
Supreme Court upheld the validity of such an arrangement which had the effect 
of making such purchases exempt from the Arkansas gross receipts tax. 

Whether the objective to subject such Government contractor purchases to 
State excise taxes is a desirable one, we regard as a policy matter for the Congress 
to determine. In this connection, while the Commission on Intergovernmental 
Relations has, in chapter 4 of its June 1955 report to the President for trans- 
mittal to the Congress, addressed itself to some aspects of intergovernmental tax 
immunity, it has not made specific recommendations on this question. 

If our assumption is correct that the purpose of the bill is to diminish present 
Federal Government immunity from State taxes, then the sweeping provisions 
of the bill are not only unnecessarily broad but serve to create restrictions on 
Federal Government operations which may prove both costly to the taxpayer and 
harmful to the best interests of the Government. 
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Section 1 (b) of thé bill, it would appear, would effectively preclude the tax 
avoidance situation involved in the Kern-Limerick case. Section 1 (a), how- 
ever, entirely apart from questions involving applicability of State taxes to Fed- 
eral cost-type contract projects, would proscribe completely the designation of 
Government contractors to act as Government agents in acquiring property neces- 
sary to carry Out the contract. 

jJovernment contractors have long been utilized by agencies of the Federal 
Government for procuring property in connection with operations under cost- 
reimbursement type contracts such as contracts to be performed in Government- 
owned plants. For example, this procedure has been used by the General Serv- 
ices Administration in connection with the rehabilitation of National Industrial 
Reserve magnesium plants. It has similarly been used even more extensively 
by the Atomic Energy Commission and the military departments in cost-reim- 
bursemetit type projects conducted by those agencies. 

Use of this procedure in connection with cost-type contracts is based upon 
the fact that expenditures under such contracts are in the nature of Govern- 
ment expenditures. That is, such costs are either paid for originally or reim- 
bursed directly from appropriated funds and consequently have the same effect 
as regular purchases by the Government. Also, title to property acquired under 
such contracts vests in the Government immediately upon acquisition by the 
contractor. 

In Government ¢ost-type contracts the right is reserved for the Government 
to purchase and supply property for use in performance of the contract. This 
right is designed either for use where the contractor is unable to obtain mate- 
rials expeditiously, as in the case of items in short supply, or where significant 
savings or other administrative benefits can be effected by the Government mak- 
ing such purchases. 

However, when the Government itself makés the purchases an additional ele- 
ment of administration with attendant costs is introduced. In such cases the 
contractor must communicate his réquirements to the contracting agency which 
must perform the paperwork involved in effecting the purchases and in furnish- 
ing the aequired property to the contractor. Thus, significant savings in admin- 
istrative costs are possible by permitting the contractor to procure supplies 
directly on behalf of the Government. 

In keeping with this procedure, cost-type contractors are frequently author- 
ized, for example, to procure supplies directly from Government stores or from 
Government indefinite quantity contracts, such as the Federal supply schedule 
contracts, at appreciable savings over the prices that would otherwise be paid. 
To the extent that section 1 (a) of the bill was effective to preclude such arrange- 
ments, unjustifiable ifereases in cost to the taxpayer (over and above the amount 
of State excise taxes) are likely to result. 

Should cost-type contractors not be authorized to make purchases on behalf 
of the Government, then in the circumstances above-outlined, a contracting 
agency would undoubtedly revert to the administratively more expensive pro- 
cedure under which the agency itself purchased the supplies and furnished them 
to the cost-type contractor. This, of course, would nullify the purpose sought 
to be achieved by the bill (i. e., removal of State tax exempt status of such pur- 
chases) since Government purchases will automatically secure the tax exemp- 
tions available on such purchases. 

If it is the will of the Congress, however, notwithstanding the savings and 
benefits available in these cases through Government purchases, that such Gov- 
ernment purchases be abandoned, then we recommend that the proposed legis- 
lation be modified to set forth such policy as an unequivocal mandate. 

We doubt, however, that the Congress would desire, knowingly, to adopt a 
policy which would increase the cost of defense and other Government programs 
by prohibiting savings on cost-type projects through Government purehases. As 
pointed out, this obviously involves far more than merely the cost of the Federal 
Government assuming the burden of State sales or use taxes. 

If, on the other hand, it is the désiré 6f the Congress to direct itself to the 
specific problem involved in the Kern-Limerick case, that is, to assure that 
State sales and use taxes be paid in connection with any purchases by cost-type 
contractors on behalf of the Government, then this would be accomplished by 
section 1 (b) of the proposed bill without the necessity for section 1 (a). 

It is to be noted that the provisions of H. R. 7206, another bill relating to Gov- 
ernment contract tax immunity, are thus confined to the tax immunity question. 
Recently enacted H. R. 6182, providing for certain payments in lieu of local 
property taxes, is another example of a very specific tax immunity problem. 
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We are also concerned over the likelihood that the present wording of the 
bill be construed as precluding a number of special arrangements by which the 
Government has been enabled, in the past, to procure scarce strategic and 
critical materials. During World War II and during the Korean conflict use 
was made of private concerns acting as agents of the Government in the procure- 
ment of strategic and critical materials in remote areas of the world. This is 
also and particularly true in connection with programs for preclusive buying, 
i. e., buying by the United States Government to prevent acquisition by certain 
other nations. 

Based upon the foregoing considerations, the General Services Administration 
recommends against enactment of the proposed legislation in its present form. 
As indicated above, section 1 (a) is considered undesirable and unnecessary to 
accomplish the apparent purpose of the bill. 

While the enactment of section 1 (b) would obviously increase the cost of 
Government procurement in certain instances, the General Services Administra- 
tion does not oppose enactment for this reason since this is regarded as a policy 
matter for decision by the Congress in the light of other factors such as those 
mentioned in the report of the Commission on Intergovernmental Relations, 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your Committee. 

Cordially yours, 
EpMUND F’. MANSURE, Administrator. 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., May 4, 1956. 
Re 8. 826, S. 1566, S. 1657, S. 2390, S. 2754, and S. 3534. 
Hon. JoHn L. McCLeLLan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: Further reference is made to the requests from your 
committee for an expression of the views of this agency on several bills requiring 
Federal agencies to pay to State and local governments taxes or sums in lieu 
of taxes on Federal property located within the local taxing jurisdiction, 8. 826, 
8. 1566, S. 1657, 8. 2390, S. 2754, and 8S. 3534. 

The Administration’s views on this complex subject were comprehensively 
stated to your committee on April 19 by Mr. Robert Merriam of the Bureau 
of the Budget. 

Legislation was recommended for payment in lieu of taxes where acquisition 
of property by the Federal Government for industrial or commercial purposes 
has led to recent removal of real estate from the tax rolls with resulting hardship 
to the local taxing authority. Payments would apply to properties acquired by 
the Government after July 1, 1950, and extend for a period of 4 or 5 years. 
Further legislation would await development of experience based on local studies 
during this period. 

A Federal administrative board would be authorized to establish standards 
for adjudicating problems arising under the program. Particular consideration 
should be given to the situation where Federal property has been leased or sold 
conditionally to private parties and to the problem of special assessments levied 
on a nondiscriminatory basis in urban or suburban areas. 

This agency supports the views stated by the Bureau of the Budget and would 
not object to legislation drafted in accordance with those views. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
FRANKLIN G. FrLoete, Administrator. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, April 19, 1956. 
Hon. JoHn L. McCLecian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 

Deak Mr. CHAIRMAN: This is in further reply to your requests for reports on 
S. 826, S. 1566, S. 1657, 8. 2390, S. 2754, and S. 3534, bills on Federal payments in 
lieu of taxes and related matters now pending before your committee. 
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This Department believes that Congress should provide for an appropriate 
system of Federal payments to State and local governments on account of tax- 
exempt federally owned property. We understand that the position of the admin- 
istration on this matter is to be presented to your committee by the Bureau of 
the Budget at hearings scheduled for the latter part of this week. 

Of particular interest to this Department is the impact of these and similar 
proposals upon the Federal payments currently authorize! to be made, under 
Publie Laws 815 and 874, 8lst Congress, to local educational agencies for con- 
struction and maintenance of public schools in communities where Federal 
ownership of tax-exempt property has resulted in undue burdens upon local 
school financing. 

None of the instant bills, except S. 1566, would repeal or otherwise modify 
Public Law 815 or Public Law 874. 8. 1566 (sec. 508 (b)) would repeal section 2 
of Publie Law 874, which section authorizes Federal payments in situations 
where the Federal Government has acquired a substantial portion (10 percent 
or more) of the taxable property of a school district and has thereby placed a 
substantial and continuing financial burden on the local educational agencies 
concerned. In other respects, 8S. 1566 would leave these laws to operate in the 
future as they have in the past. 

While the repeal of section 2 of Public Law 874 could perhaps be justified 
on the ground that payments under that section are quite analogous to those 
authorized to be made under §. 1566 in similar situations, we would prefer the 
approach of not repealing or otherwise modifying in a general payments in lieu 
of tax bill, any provision of Public Law 815 or Public Law 874. The setoff provi- 
sions in Public Law 874 (which, together with other provisions of that law as 
well as the provisions of Public Law 815, are now being reviewed by the Depart- 
ment with a view to making appropriate recommendations to the next Congress) 
take account of payments made to the same jurisdiction under special or general 
legislation authorizing taxpayments or payment in lieu of taxes. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
M. B. Fotsom, Secretary. 


Hovsine AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., October 20, 1955. 
Re: S. 1566, 84th Congress. 
Hon. Jonn L. McCLerxan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear Senator McCrietLan: This is in further reply to your letter of September 
12, requesting the views of this Agency with respect to S. 1566, a bill establishing 
a general policy and procedures with respect to payments to State and local 
governments on account of Federal real property and tangible personal property, 
and for other purposes. 

This Agency is cognizant of the many serious difficulties which have faced a 
number of local communities as a result of large landholdings by the Federal 
Government. Recently, the Commission on Intergovernmental Relations sub- 
mitted a report which included its views and recommendations on this subject of 
tax immunities and payments in lieu of taxes in connection with federally owned 
property in the several States. I have been informed that the executive branch is 
now reviewing and studying the Commission’s report. Under the circumstances 
this Agency is not now in a position to comment upon the merits of the bill. 
There are, however, a number of changes in the provisions of S. 1566 affecting 
property under the jurisdiction of this Agency which would be desirable. Some 
of these are explained and set forth in the body of this letter, and others (which 
are of a more technical nature) are, for your convenience in reference, set forth 
in the enclosure to this letter. 

First, it is noted that section 504 (c) of S. 1566 provides that payments to be 
made under the bill “shall be charged only to funds or appropriations current 
at the time the tax year begins, or, in the case of special assessment at the time 
each installment is due.” This provision would conflict with the present opera- 
tions of the Federal Housing Administration under the provisions of the National 
Housing Act. 
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Under the National Housing Act, the payment of mortgage insurance claims 
is made through the issuance of debentures, certain cash payments ahd the issu- 
ance of certificates of Claim. The amount to which the holder of a certificate of 
claim is entitled depends upon the net amount realized from the property ¢con- 
veyed to the Federal Housing Commissioner by the mortgagee making the insur- 
ance claim. In determining the net amount realized from the property, tax or 
special assessment payments made by the Federal Housing Administration 
would be taken into account and charged against the particular property in- 
volved, for reimbursement from the proceeds of Such property. A requirement 
that taxpayments be charged against appropriations of the Federal Housing 
Administration would be extremely confusing and, in our opinion, bé ifi¢onsistent 
with the objectives and provisions of the National Housing Act. Accordingly, 
we would recommend that either the Federal Housing Administration be éx- 
empted from the provisions of section 504 (c) or that in the alternative se¢tion 
504 (c) be amended to read as follows: 

“(c) Funds and appropriations available to the owning agéncy for the activi- 
ties for which the property is held or used shall be available for payments 
under this Act. Such payments and ahy payments by the Commission under 
title IV shall be made prior to audit and settlement by the General Accounting 
Office and shall be charged to the appropriate fund or account as authorized 
by other provisions of law or [only] to funds or appropriations ecurrént at the 
time the tax year begins, or, in the case of Special assessments at the time each 
installment is due. Refunds of overpayments shall be credited to the fund or 
appropriation from which payment was made, if it is unexpired, otherwise, 
to miscellaneous receipts of the Treasury.” [Proposed additional language is 
in italic and a word which would be omitted is shown in brackets.} 

Secondly, it is noted that there is no provision in the bill for 4 refund or 
reduction to the extent of the Federal payment on account of the balance of 
the tax year following the date of disposal of Federal property. Normally, 
there would be a proration of any advance tax payments as of the date of the 
sale or other disposal of the property, So that the purchaser would feimburse 
the Government for advance taxes paid. However, some Staté laws such as, 
for example, those in Virginia and Texas would assess the private owner for 
the property as of the date of transfer ffom the Government, thus resulting, 
unless a refund or reduction of the previous Federal payment were made, in a 
double payment to the taxing jurisdiction. In the absence of specific authority 
in the law, there may be serious question as to whether the Government could 
avoid making the full payment or could secure a refund. To permit this matter 
to be equitably worked out, it is suggested, therefore, that a provision similar 
to the following be inserted after line 2, on page 35, of the bill: 

“(e) Where the Federal Govérnment disposes of property which is stibject 
to payments under this Act, the Agen¢y disposing of such property is authorized 
to require a refund or reduction in Federal payments hereunder on account 
of the balance of the tax year following the date of disposal of such property.” 

The Bureau of the Budget approved a report, similar to this letter, in con- 
nection with a bill containing substantially the same provisions as 8. 1566. 


Sincerely yours, 
Apert M, Coie, Administrator. 
S. 1566 


CoMMENTS AND SUGGESTIONS OF THE HoUsiNc AND HoM& FINANCE AGENCY 
(SUPPLEMENT TO LETTER) 


Section 3 (a), page 3, lines 22 and 23 

It is pointed out that the Government Corporation Control Act has been 
amended several times and that, accordingly, it would be desirable, in order to 
avoid citing all amendments, to add after the word “Act” in line 22 a comma and 
the words “as amended” in lieu of the technical citation in this and the following 
line. The Government Corporation Control Act can, under the provisions of that 
act, be cited merely by title. However, if desired, the code citation “31 U. 8. C. 
846-852” could also be used. Similar changes could be made in other citations 
through the bill. 


Section 8 (6), page 4, line 1 


Under this language, the Federal agency required to make payments under the 
bill is the agency which has “jurisdiction over or administers” the property. 
This test would result in uncertainty in cases where one agency has “jurisdiction” 
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and another actually “administers” the property. To avoid this uncertainty it is 
suggested that the words “or administers” in line 1 on page 4 be deleted. Appro- 
priate arrangements can then be made between the agencies in those cases where 
the agency having jurisdiction and that administering the property are not the 
same. 


Section 3 (d) (2) (C), page 4, lines 22 through 24, and page 5, lines I and 2 


There have been amendments to the United States Housing Act of 1937 other 
than those here cited. Accordingly, it is suggested that (C) be modified to read 
as follows: “(C) The United States Housing Act of 1987, as amended;” or 
“(C) The United States Housing Act of 1937, as amended (42 U. 8. ©. 1401- 
1430) ;”. 

Section $ (d) (2) (D), page 5, line 5 

The citation should read “(42 U. 8. C. 1501-1505)”. 
Section 102 (a), page 15, line 10, through page 16, line 8 

It is suggested that these citations be reyised to conform with the suggestions 
made above. In addition, it may be noted that the citation of the so-called 
Lanham Act on page 15, line 20, should read “(B) the Act of October 14, 1940, 
as amended (42 U. 8. C. 1521 et seq.) ;” in order to be correct and include all the 
numerous amendments to that Act. Where Lanham Act war housing has been 
transferred to local housing authorities under the provisions of section 606 of 
the Act (42 U. S. C. 1586) for low-rent housing purposes and has been later 
acquired by the Public Housing Administration upen the occurrence of a sub- 
stantial default by the local housing authorities, such housing will be considered 
to be low-rent housing under the provisions of the United States Housing Act of 
1937, as amended, and thus not subject to the provisions of this section or to the 
provisions of section 201 of this bill. 

The code citation in line 8 on page 16 should be “42 U. 8, C. 1501-1505”. 


Section 201 (b), page 23, lines 19 through 23 


This proviso would authorize the payment of penalties or penalty interest 
when the Federal owning agency determines that such payment “is in the inter- 
est of the Federal Government.” As it appears unlikely that there would be any 
cases where it would be in the interest of the Government to pay penalties or 
penalty interest, it is suggested that the proviso be either eliminated or broad- 
ened to authorize such payments upon a determination by the Federal owning 
agency that the making of such payments is equitable. 

This comment is equally applicable to the proyiso contained in section 202 (a), 
page 24, lines 15 through 18, and to the language in section 301 (c), page 26, 
lines 3 through 8. 


Section 501 (c), page 31, lines 3 through 5 

The Classification Act of 1949 has been amended, and it is accordingly sug- 
gested that this reference and citation include also the amendments. 
Section 504 (a), page 38, Vine 11 


For the reason stated in connection with the similar phraseology in section 
: oS e page 4, it is suggested that the words “or administers” in this line be 
deleted. 


Section 508 (a) (1), page 36 and following 

Comments previously made with respect to the citation of acts of Congress are 
applicable to this section. 

It is also suggested that the language beginning on line 6 of page 39 and ending 
on line 12 be deleted and there be substituted therefor the following: 

“Section 306 of the Act of October 14, 1940, as amended (42 U. 8S. C. 1546) ;”, 
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Hovusine AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., April 27, 1956. 
Re S. 826, 84th Congress. 
Hon. Joun L. McCLecian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. O. 


Dear SENATOR McCLeLLAN: This is in further reply to your request for the 
views of this agency with respect to 8. 826, a bill to provide for payments by the 
Federal Government to States or local taxing units adversely affected by Fed- 
eral acquisition, ownership, or use of defense production facilities, to provide for 
the taxation of certain Federal properties, and for other purposes. This Agency 
was also asked for any suggested amendments to the bill which we believe should 
be considered by the committee. 

The bill would provide a system of payments by the Federal Government to 
State and local taxing units with respect to defense production facilities acquired 
by the Federal Government since June 30, 1950. The term “defense production 
facility” is defined to mean property which is acquired, owned, or used by the 
Federal Government for “industrial or commercial purposes connected with na- 
tional defense” and which is not subject to local taxes of general application. 
The Director of the Office of Defense Mobilization would have the duty of pro- 
moting the policies and uniform interpretation of the bill, promulgating regula- 
tions for administration of its provisions, and providing forms and procedures for 
review and appeal. Each Federal agency would make the determination as to 
whether the property under its jurisdiction is a defense production facility for 
purposes of the act, and would make the payments authorized by the bill. 

As the bill would apply only to a “defense production facility,” it appears that 
it would not affect any of the programs administered by this Agency with the 
possible exception of certain defense housing. As you know, this Agency still owns 
some housing projects which were provided for workers in defense plants, and 
makes payment to the local communities equivalent to full taxes on this property. 
Apparently, the bill is not intended to apply to this property. However, this is not 
entirely clear because of references in sections 2 and 5 to property used for serv- 
ices furnished workers in a defense production facility, and to property used for 
services furnished with assistance under the Defense Housing and Community 
Facilities and Services Act of 1951. Accordingly, it is recommended that the defi- 
nition of “defense production facility” in the bill be amended to expressly exctude 
federally owned defense housing. Such an amendment could be made to the first 
proviso of section 3 (c) as follows: 

Strike the word “and” in line 1, page 4, and insert the following before the colon 
in line 3, page 4: “, and defense housing”. 

If we can be of further assistance regarding this bill, please let us know. 

I have been advised by the Bureau of the Budget that there would be no objec- 
tion to the submission of this report. 

Sincerely yours, 
Atrert M. Corn, Administrator. 


Housing AND HoME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 27, 1956. 
Re S. 1657 and 8. 2390, 84th Congress. 
Hon. JoHN L. McCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear Senator McCriettan: This is in further reply to your request for this 
Agency’s views with respect to S. 1657, a bill to authorize the taxation of certain 
Federal property by State and local tax authorities, to provide for the payment 
by Federal agencies of sums in lieu of taxes with respect to certain other Federal 
property, and for other purposes, and 8S. 2390, a bill to consent to the taxation of 
certain Federal property by State and local tax authorities, to provide for the 
payment to such authorities of sums in lieu of taxes with respect to certain other 
Federal property, and for other purposes. 

Because these bills contain substantially the same provisions, our comments 
will have equal application to both bills. Under the provisions of these bills, any 
federally owned property would be subject to State or local real-estate taxes if 
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(1) the property was acquired to secure a Federal agency against loss in connec- 
tion with a loan, contract for insurance or guaranty, or (2) if the title to the 
property is held by a Federal agency but is leased or sold under a conditional 
sale contract to a taxable person. Payments in lieu of taxes would also be 
authorized for other types of federally owned real property including property 
devoted to the housing of individuals from which rent is received. The bills 
exclude certain types or classes of federally owned real property from any obli- 
gation to pay taxes or to make payment in lieu of taxes. Among the properties 
thus excluded are properties acquired by a Federal agency prior to September 8, 
1939, and property already subject to local taxation or to payments in lieu of 
taxes. All Federal properties, except those especially exempt under the bill, 
would be subject to special assessments where such assessments are levied upon 
non-Federal property as well as Federal property, No payment by a Federal 
agency would be authorized under these circumstances unless the local tax 
authorities in levying such assessment would treat all Federal property at least as 
favorably as it would treat property of a like kind owned by taxable persons. 

In introducing 8S. 2390 on June 30, 1955, Senator Knowland announced that this 
legislation was being proposed to carry out the recommendations of the Com- 
mission on Intergovernmental Relations, based on the report of its Study Com- 
mittee on Payments in Lieu of Taxes and Shared Revenues (Temporary Congres- 
sional Record, June 30, 1955, p. 8167). While the Study Committee report had 
not been published when Senator Bush introduced 8S. 1657 on April 13, 1955, his 
statement in the Congressional Record concerning the bill made reference to the 
work of the Commission on Intergovernmental Relations and to Mr. Arthur EF. B. 
Tanner, former speaker of the Connecticut House of Representatives, a member 
of the Commission, who headed the task force assigned to consider the question 
of Federal consent to taxation or grants in lieu of taxes (Temporary Congres- 
sional Record, April 13, 1955, p. 3661). 

The Study Committee report noted that Lanham Act properties (World War II 
and veterans’ housing) are already subject to payments in lieu of taxes under 
existing law, and the Committee’s recommendation for payments on housing 
properties proposed no new obligation for these properties. The report noted 
further that the recommendation for payments on housing properties did not 
apply to low-rent housing projects (Study Committee Report on Payments in 
Lieu of Taxes and Shared Revenues, June 1955, p. 64.) It appears that Lanham 
Act war and related housing, defense housing, and low-rent housing owned by 
the Federal Government would not be subject to the provisions of either bill 
relating to taxation and payments in lieu of taxes, since section 6 exempts from 
its provisions such properties for which payments in lieu of taxes or taxation are 
provided under any other provisions of law. Similarly project property acquired 
under the provisions of title I of the Housing Act of 1949, as amended, would be 
exempt from the provisions of these bills, because under that act the Agency is 
authorized to make payments in lieu of taxes to any State or local taxing 
authority. In connection with properties acquired by the Federal Housing 
Administration as a result of defaults in the payment of mortgages insured by it, 
the National Housing Act provides that such FHA-acquired properties shall be 
subject to State and local real-property taxes in the same manner as if the 
property were owned by private individuals. The exemptions under section 6 
(in both of these bills) would also cover such acquired properties. 

With respect to the sections dealing with special assessment (in each of the 
bills), it is not entirely clear which properties are exempt from the provisions of 
such sections. These sections state in part (sec. 9 (a) in each bill): “Hacept as 
otherwise provided by this act, all Federal property situated within the territorial 
jurisdiction of any State tax authority shall be subject to levy and collection of 
any special assessment upon real property * * *.” (Italics supplied.) 

If it is intended to exempt from its provision the classes or types of property 
set out in each bill as “Excluded Properties” then the italic portion above quoted 
could be amended to read as follows: “Except for properties excluded under 
section 6 of this Act,’’. 

We recognize that, in any event, low-rent housing owned by the Federal Gov- 
ernment would probably be exempt under subsection (b) of section 9 of the 
bill. That section subjects Federal properties to special assessments “to the 
same extent and under the same conditions as other property of like class situ- 
ated within such jurisdiction whenever such assessment is levied upon non- 
Federal as well as Federal property.” Locally owned low-rent housitig pfojects 
are exempted by State law from special assessments, and similar federally owned 
properties should receive *onsistent treatment, which appears to be afforded 
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under this bill. However, as the bill is now written, other housing under the 
jurisdiction of this Agency (which would come under the category of “excluded 
properties” under section 6) would be subject to special assessments. 

As a general comment, we believe that under the provisions of this bill the 
payment of special assessments would be mandatory when the conditions in the 
sections are met. We believe that, unlike taxes which are a general levy and 
therefore less subject to discriminatory application, special assessments are 
more open to abuse on that ground, and the Federal Government would not be on 
equal footing with a local citizen or corporation in defending itself against a 
discriminatory assessment. It is our opinion that the goed faith of the admin- 
istering Federal agency can and should be relied upon te consent to the payment 
of special assessments where Congress has established the policy under which 
they should be paid. Although the Defense Housing and Community Facilities 
and Services Act of 1951, as amended, does provide for mandatory payment 
of sums in lieu of both taxes and special assessments, it should be noted that 
projects under that act have been built on or immediately adjacent to property 
under the exclusive jurisdiction of the United States. Hence the locality would 
probably have no occasion to provide improvements for the benefit of such 
property unless at the request of, or with the consent of, the Federal Government, 

Subsection (e) of section 3 of the bill does not inelude the territories and 
possessions, the District of Columbia, or the Commonwealth of Puerto Rico in 
the definition of “State.” This Agency is authorized to pay sums in lieu of 
taxes with respect to properties in these areas to the same extent as is provided 
for such payments to the States. It may be desirable to inelude such areas 
with respect to the properties covered by the bill. 

I have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report. 


Sincerely yours, 
Apert M. Core, Administrator, 


HovustnG AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 27, 1956. 


Re 8. 2754, 84th Congress. 


Hon. Joun L. McOLecian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear Senator McCreritan: This is in further reply to your request for the 
views of this Agency with respect to S, 2754, a bill to authorize the taxation of 
certain Federal real property by State and local tax authorities, and for other 
purposes. 

The bill would authorize the taxation and the levy of special assessments with 
respect to certain federally owned real property by State and local authorities, 
Section 3 of the bill subjects all Federal property to local taxation “to the same 
extent and under the same conditions as other property of like class situated 
within such jurisdiction.” Certain exceptions to this general rule are made in 
subsection (b) of this section. Section 6 of the bill appears to permit the local 
taxing authority to elect whether to claim payments with respect to Federal 
property under the terms of this bill or under other provisions of law authorizing 
payments of taxes or payments in lieu of taxes. 

We believe that the method of payment should be uniform with respect to all 
properties within a class. Payments should be required to be made under the 
terms of the bill or excepted from its terms where other provisions of law are 
in effect dealing with the subject. A dual-payment system subject to change 
from year to year would result in increased administrative detail which would 
appear unwarranted. 

In addition, leaying the election to local taxing officials to determine whether 
payments are to be made under the bill or any other law, will create special 
administrative difficulties for the Federal Housing Administration, one of our 
constituent agencies. Residential properties acquired in foreclosure by the 
Federal Housing Administration are, under the provisions of the National Hous- 
ing Act, subject to local taxation. Under that act, the payment of mortgage 
insurance claims is made through the issuance of debentures, certain cash pay- 
ments and the issuance of certificates of claim. The amount to which the holder 




















289 


of a certificate of claim is entitled depends upon the net amount realized from 
the property conveyed to the Federal Housing Commissioner by the mortgagee 
making the insurance claim. In determining the net amount realized from the 
property, tax, or special assessment payments made by the Federal Housing 
Administration would be taken into account and charged against the particular 
property involved for reimbursement from the proceeds of such property. We 
believe, therefore, that by permitting tax payments to be made under the provi- 
sions of the bill instead of under the National Housing Act, appropriated funds 
may be required to meet the tax payments. Such a development would be incon- 
sistent with purposes and objectives of the National Housing Act. 

Under the provisions of section 4 of the bill, consent is also given to the levy 
of special assessments upon Federal property to the same extent and under the 
same conditions as other property “of like class” in the locality. While certain 
projects to be financed by special assessment may benefit federally owned prop- 
perties, it is quite possible that other projects which may be desired by the local 
community, may be of no appreciable benefit to a federally owned project. It 
does not seem reasonable under such circumstances to impose upon the Federal 
Government the obligation of defraying the costs of such project. Federally 
owned low-rent housing projects would in our opinion, however, be exempt from 
the provisions of this section as well as from the provisions of section 3 relating 
to taxation since, under State law, locally owned low-rent housing projects are 
exempt from taxation and special assessments. To remove any doubts, however, 
we believe such projects should be exémpted specifically with other properties 
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described under subsection (b) of section 3. 
For the reasons stated above we cannot recommend enactment of the bill in its 
present form. 
I have been advised by the Bureau of the Budget that there would be no objec- 
tion to the Submission of this report. 
Sincerely, yours, 


Atnert M, Cote, Administrator. 


Hovustne AND HoME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. O0., May 4, 1956. 
Re S. 3534, 84th Congress. 


Hon. Joun L. MCCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear SENATOR MCCLELLAN: This is in reply to your letter of April 13 request- 
ing the views of this Ageticy with respect to 8S. 3534, a bill to provide for pay- 
ments in lieu of taxes to State tax authorities with respect to certain real prop- 
erty subject at the time of its acquisition by the United States to real property 
tax committed to the discharge of bonded indebtedness for any public improve- 
ment. 

The bill would subject any parcel of Federal property acquired by any execu- 
tive agency (defined in the bill as any department, agency, or independent estab- 
lishment in the executive branch) after December 31, 1954, to a local real 
property tax if the proceeds of such tax were committed to the discharge of any 
bonded indebtedness previously incurred for any public improvement. Unlike 
other legislation now pending before your committee which would subject 
federally owned property to the payment of taxes or special assessments, this 
bill does not except any federally owned property because of its nature or 
purpose. We believe the nature and use to which federally owned property 
is put is an important factor in determining whether or not the historical 
immunity of Federal property to local taxation should be waived. 

Apparéntly the purpose of the bill is to preserve to the locality its taxing 
power over real property to collect a tax initially imposed to pay off a bonded 
indebtedness for public improvements. Unlike special assessments to pay the 
cost of an improvement benefiting the property, the tax described in the bill 
could be utilized to pay off a bonded indebtedness incurred by the tax authority 
for any public improvement including improvements wholly unrelated to the 
federally acquired property. 

If the federally owned property was acquired for commercial or industrial 
uses and by its removal from the tax rolls created a demonstrable financial 
hardship to the local taxing jurisdiction, legislation which would authorize 
limited payments in lieu of property taxes might be desirable. Property ac- 
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quired under programs administered by this Agency do not, generally speaking, 
come within the category of commercial or industrial uses. In addition, in 
most instances, real estate acquired or held under this Agency’s various programs 
are either subject to local real-estate taxes or to a requirement in existing 
legislation that payment in lieu of taxes be made to local taxing authorities. 

In view of your request for an immediate report, this is being sent to you 
prior to clearance with the Bureau of the Budget. As soon as the Bureéau’s 
views are obtained, we will send you a supplemental report. 

Sincerely yours, 
ALBERT M, Core, Administrator. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., April 18, 1956. 
Hon. Jonn L. McCLetian, 
Chairman, Committee on Government Operations, 
Jnited States, Senate, Washington, D. C. 


Dear Senator: This is in response to your request for the views of the Depart- 
ment of Justice relative to the bill (S. 826) to provide for payments by the 
Federal Government to States or local taxing units adversely affected by Federal 
acquisition, ownership. or use of defense production facilities, to provide for the 
taxation of certain Federal properties, and for other purposes. 

The provisions of the bill appear to concern primarily the operations of the 
Department of Defense and apparently would not affect any property in the 
custody of the Department of Justice. Accordingly we prefer to make no recom- 
mendation on the question of whether legislation of this character should be 
enacted. However, there is attached a memorandum prepared in this Depart- 
ment analyzing the provisions of the bill and commenting on certain features of it. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, 
WILLIAM P. Rogers, 
Deputy Attorney General. 
MEMORANDUM 


Re: S. 826, 84th Congress, Ist session, a bill to provide for payments by the Fed- 
eral Government to State or local taxing units adversely affected by Federal 
acquisitiou, ownership, or use of defense production facilities, to provide for 
the taxation of certain Federal properties, and for other purposes. 


The declared policy of the bill, as stated in section 2 (a), is to avoid as far as 
feasible the impairment of the finances of State and local governments caused 
by Federal acquisition, ownership, or use of defense production facilities, or by 
the demand for local government services arising directly from the Federal 
ownership or use of such facilities. Its general objective is to avoid inequities 
between local and Federal taxpayers in the distribution of the tax burdens and 
governmental costs associated with the ownership or use of defense production 
facilities. Evidently the general presumption underlying this purpose and 
objective is that defense production facilities are of national, rather than local, 
interest and benefit, and that therefore the property tax costs associated with 
such properties should be born largely by Federal taxpayers rather than local 
taxpayers. 

To accomplish its purpose 8. 826 authorizes two methods by which State 
and local governments may obtain funds because of federally owned defense 
production facilities located within their jurisdictions. In certain cases, Con- 
gress consents to the imposition of ordinary local ad valorem taxes upon the 
property. In others, the local government units are required to apply to the 
Federal agency owning the property for administratively determined payments 
related to the ad valorem taxes that might be applicable under private ownership. 

The bill consists of nine sections. The first three sections specifiy a short 
title, declare the general policy, and establish special definitions. Section 4 
identifies the categories of properties which are to be subject to ordinary ad 
valorem taxation. 

Section 5 establishes the system of administratively determined payments 
covering those defense production facilities not subjected to taxation. Section 6 
assigns responsibilities for the administration of the law, provides for appeals 
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by the State or local units from the decision of property-owning Federal agen- 
cies, requires periodic reports, and otherwise governs the general administra- 
tion of the policies set forth in the bill. The final three sections specify the 
relationship of the bill to other laws, the separability of the various provisions 
in the bill, and the effective date. Specific discussion of the provisions of the 
sections will be made in connection with the discussion of the problems of 
interpretation inherent in the bill, infra. 

The problem to which this bill is addressed is only one facet of the general 
problem of the impairment of State and local finances caused by Federal owner- 
ship of property and by the requirements for State or local governmental services 
arising directly from federally owned property. The bill appears to rely heav- 
ily on 8. 1566 (84th Cong., Ist sess.) for its design and content, and for that 
reason frequent reference to and comparison with 8S. 1566 will be made. 


DISCUSSION 


Problems of interpretation.—Examination of the bill reveals certain provisions 
which are likely to cause problems of interpretation. The following discussion 
is intended to be illustrative rather than exhaustive. 

1. Rationale of dual system of payment.—The bill provides two methods of 
compensating the State and local governments for defense production facilities 
located within their jurisdictions. Defense production facilities are divided 
into two categories ; those facilities subject to ordinary State and local ad valorem 
taxation, and those faciilties with respect to which the State and local govern- 
ments must apply to the Federal agencies owning the facilities for administra- 
tively determined payments in lieu of taxation. This legislative device of 
adopting two methods of providing funds to the State and local governments cre- 
ates the bill’s greatest potential problems of administration and interpretation, 
because, as drafted, the provisions of the bill do not clearly define the limits 
of the two categories. Moreover, it is difficult to arrive at any satisfactory ex- 
planation of the rationale underlying the division adopted which can serve 
as an external standard from which to construe the provisions. 

Nothing in 8S. 826 or the hearing conducted upon it expressly sheds light upon 
the reasons for adopting two methods of payment to the State and local gov- 
ernments. However, the provisions of 8. 1566, which also adopts a dual system 
of paying the States, provide some aid. 

Section 101 (a) of 8. 1566 authorizes administrative payments to local gov- 
ernments “on account of Federal property used or held for activities which serve 
primarily national or broad regional interests and which activities do not serve 
primarily the local public.” [Italics supplied.] Presumably, in the case of 
property used or held to serve national interests, the drafters concluded that a 
Federally controlled system of payment would best protect the interests of the 
Federal taxpayer. 

The fact that some federally owned property serves national interests sup- 
plies the basic reason why it is claimed to be inequitable for the local taxpayers 
to bear the complete tax costs of such property. But, for the same reason, with 
respect to such property the Federal taxpayers would appear entitled to have 
the problem corrected according to standards uniformly applied through the 
country and not in a piecemeal manner, This cannot be done where the burden 
a particular piece of Federal property bears is determined by the multitudinous 
standards of the local taxing laws. Only where a federally controlled system 
of administrative payments in lieu of taxation is adopted can this objective be 
assured. 

Under 8. 1566, the States are entitled to tax federally owned property in only 
a few carefully limited situations—where the property has been “acquired in 
connection with loans or contracts of insurance or guaranty” and where the 
property-is “under lease or conditional sales contracts.”* In most cases such 
property would be used by private individuals for their own activities. 

If the above statement represents an accurate description of the reasoning 
underlying the dual system of payment employed in 8. 1566, then S. 826 is a 
departure from that philosophy. Defense production facilities by definition (or 
underlying presumption) are always held or used for activities serving the 
national interest. 


1 Where the Federal agency deems ad valorem taxation rather than administrative pay- 
ments to better serve the policy of the act, it may consent to taxation. 
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2. Section 4. Consent to State and local tawation—(a) Section 4 lists the 
defense production facilities which are subject to ad valotem taxation. The 
first class is specified in section 4 (a), the first sentence of which reads as follows : 

“Consent is hereby granted to State and local governments to tax any defense 
production facility acquired since June 30, 1950, in order to protect the finan- 
cial interest of the Federal Government in connection with loans or contracts 
of insurance or guaranty or contracts for procurement for national defense, While 
held pending disposition or until put to permanent use by the Federal Govern- 
ment.” 

Section 201 (a) of S. 1566 is evidently the source of the above sentence. It 
reads as follows: 

“Consent is hereby granted to any State or local government to tax Federal 
property acquired to protect the financial interest of the Federal Government 
in connection with loans or contracts of insurance or guaranty, while held pend- 
ing disposition or until put to permanent use by the Federal Government.” 

When limited to property acquired in connection with loans or contracts of 
insurance or guaranty, the phrases “acquired to protect the financial interest of 
the Federal Government” and “while held pending disposition until put to per- 
manent use by the Federal Government” have a reasonably clear meaning. The 
sentence then refers to privately owned property transferred to the United States 
as security for some type of loan from the Government. Disposition of such prop- 
erty is uncertain during the period in which the loan remains outstanding. Pre- 
sumably, if the loan is repaid in full, the property will be returned to its private 
owner ; if the loan is not repaid in full, the property will be used to satisfy the 
debt and put “to permanent use by the Federal Government.” 

However, used in reference to defense production facilities acquired in connec- 
tion with contracts for procurement for national defense, the phrfases have little 
meaning. Such acquisitions Cannot be regarded as being made to secure an obli- 
gation owing from a private individual. Thus, the financial interest of the Fed- 
eral Government is not “protected” in this situation in the same way that it would 
be protected where propetty was transferred as security for a loan, 

It is also difficult to explain the meaning of “while held pending disposition or 
until put to permanent use” when used in reference to defensé production facili- 
ties acquired in connection with contracts for procirement for national defense. 
The meaning of the phraSe as used in section 201 is not satisfactory in this con- 
text, for there is no period of time during which the property is held merely for 
sectrity purposes. Similarly, it is difficult to determine what i8 meant by “per- 
manent use.” 

(6) Section 4 (b) reads as follows: 

“Consent is hereby granted to State and local governments to tax to the Federal 
Government the Federal interest in any defense production facility which has 
been or hereafter is leased or sold by conditional sale to taxable persons and Is 
not otherwise subject to State or local taxation.” 

Section 4 (b) seems more carefully worded than section 4 (a). Subsection 
(b) permits the State and local governments to tax to the Federal Govérnment 
the Federal interest in any defense production facility, whereas subsection (a) 
grants consent to tax any defense production facility. Whether it was intefded 
that a different tax vulnerability exist as between property falling within classi- 
fication (a) and property falling within classification (b) is not known. It 
would seem desirable to use conforming language throughout the act where no 
difference in result is intended. 

(¢c) Section 4 (c) of the act specifies two more classifications subject to State 
and local taxation. 

(1) Defense production facilities which in any taX year beginning after 
June 30, 1950, were subject to State or local taxation under the provisions of 
any other statute and are not subject to taxation under subsection (a) or (b). 

(2) Any defense production facility which is subjéct to State or local 
taxation subsequent to the effective date of the act but which, though still a 
defense production facility, would in the absence of this consent, be with- 
drawn from such taxation by reason of a transfer of its ownership, use, or 
administration from one Federal agency to another. 

The second classification is clearly an attempt to deal with the problem 
arising when a piece of property, which is subject to State taxation while in the 
hands of one Federal agency because of special legislation permitting such taxa- 
tion, is transferred to an agency whose property has not been made subject to 
State and local taxation by special statute. However, in another section (sec. 7), 
the bill seems to dispose of the problem by providing that “Insofar as the pro- 
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visions of any other law are inconsistent with the provisions of this Act, the 
provisions of this Act shall be controlling.” In view of this provision in section 
7, the second part of section 4 (c) seems unnecessary. 

8. Section 5. Payments on tax-exempt property.—Subsection 5 (b) (2) lists one 
of several criteria contained in section 5 (b) to guide the Federal agencies in 
determining the amount of payment in lieu of taxes which should be made to the 
State or local government applying for them. It reads as follows: 

“The current tax equivalent which would be payable on account of the property, 
excluding improvements to real property made by the Federal Government after 
acquisition (covered in paragraph 3 hereof), as determined by applying the 
average effective tax rate currently applicable to real and tangible personal 
property in the same jurisdiction to the current fair value of the property as 
estimated by the owning agency, but the average effective tax rate and the value 
of the property need not be determined oftener than once in five years.” [Italie 
supplied. } 

The italic portion appearing at the end of the sentence gives rise to a 
problem which again seems to have been created by the use of language appear- 
ing in S. 1566. The same phrase appears in section 101 (b) (3) of S. 1566, In 
that bill the term “property” is defined to mean (sec. 3, (c), (da), (e)) real 
property and tangible personal property which is attached to real property. 
Where this is the type of property contemplated it may be reasonable to prescribe 
that the value need not be determined more often than once in 5 years. 

However, property in 8. 826 is defined (sec. 3 (e)) to include: “land; struc- 
tures and other improvements to land, whether affixed or movable; machinery, 
raw materials, goods in process, articles, commodities, inventories, products, 
supplies, and components; and leaseholds or other substantial rights to the use 
or disposition of any of these.” Thus, it may not be reasonable to permit items 
such as raw materials, goods in process, supplies, and products, which are 
subject to extreme changes over short periods of time, to be valued only onee 
every Syears. — 

Another criterion for determining the amount of payment to be made upon 
application by a local government is set forth in section 5 (b) (3). In essence, 
this subsection directs the Federal agency to take into account the amount of 
taxes which, but for the Government immunity, would be payable upon improve- 
ments to real property made by the Federal Government after acquisition. 
Although no problem of interpretation suggests itself, it may be noted paren- 
thetically that whereas its counterpart in 8. 1566 (see. 101 (b) (4)) provides 
that in no case shall this amount exceed 10 times the amount of taxes otherwise 
payable on the same property, if it were unimproved, section 5 (b) (3) contains 
no such limitation. 

The language of section 6 (e) would appear to result in a qualification of the 
consent given the States, by section 4 of the bill, to tax certain Federal property. 
However, it is not believed that such a result is intended. It seems to result 
from the adoption of the language of section 504 (a) of 8. 1566. That section 
provides for agency determination of classifications, but for purposes of payments 
in lieu of taxation only. It does not refer to the sections consenting to taxation 
of specific property. 

4. Section 3. Definitions.—Key terms used in the act appear to be defined more 
broadly than is necessary to accomplish the stated purposes of the act. 

The class of Federal property with which the act is concerned is “defense 
production facilities." This term is defined in section 8 (c) in part as follows: 

“ Defense production facility’ means property (i) the title to which is in the 
Federal Government or which by reason of its use by the Federal Government 
is not subject to taxes of general application levied by local taxing units, and 
(ii) which is acquired, owned, or used for industrial or commercial purposes 
connected with national defense; * * *.” 

To complete this definition “property” is defined in section 3 (e) and “indus- 
trial and commercial” in seetion 3 (f). 

“(e) ‘Property’ shall include land; structures and other improvements to land, 
whether affixed or movable; machinery, raw materials, goods in process, articles, 
commodities, inventories, products, supplies, and components; and leaseholds 
or other substantial rights to the use or disposition of any of these. 

“(f) ‘Industrial or commercial’ refer to activities involving primarily, or to 
properties the ownership or use of which involves primarily, the processes of 
mining, manufacture, fabrication, repair, generation of electrical energy, trans- 
portation, or any similar process, including storage within or on such property, 
or the sale or resale, rent, or lease of commodities or the sale of services, includ- 
ing storage within or on such property.” 
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Furthermore, one of the basic problems arising from the definitions is whether 
items which are the finished products of one plant, but are to be used as com- 
ponents of a larger item in another plant, are subject to the provisions of this 
act, and if so in what cases. Another very important result of the broad defini- 
tion of property is whether and in what cases movable personalty is to come 
within the bill. Further clarification of these questions seems essential. 

The definition of “tax” raises a further question. It is defined (section 3 (j) ) 
as follows: 

“Unless the contert indicates otherwise, ‘tax’ means a levy of general applica- 
tion upon property according to value, and ‘taxation’ means the imposition of 
such a tax.” [Italic supplied.] 

The qualifying phrase at the beginning of the definition would seem unneces- 
sary to render the scope of the act capable of extension. Thus, it might be argued, 
that in the context of a particular section, the word “tax” could include excise 
and sales taxes as well as ad valorem property taxes. Should this.be true, 
the potential tax liability of the United States would be increased many times. 
Some of the possible extensions are mentioned in the discussion of the effect of 
the bill on existing law, infra. 


EFFECT ON EXISTING LAW 


It is not easy to predict the extent to which the bill will increase litigation, 
but there seems little doubt that there will be an increase, and that it will be of a 
sizable quantity. The bill subjects widely scattered defense production facilities 
to local taxation. Inevitable disputes will arise with respect to valuation, clas- 
sification, and similar issues. Even if only statewide taxes were involved, such 
issues would have to be litigated in the administrative agencies and courts of 
48 States. But, in view of the variety of property taxes within a single State, 
the variations upon them in the smaller political subdivisions, and the changing 
nature of both, the opportunities for disagreement are increased many more 
times. 

The diversity of issues that will have to be faced is only part of the picture. 
Perhaps more important is the physical number and the dollar value of the 
defense facilities which will be subject to State taxation. As indicated before, 
section 4 (a), which lists one class of facilities permitted to be taxed, is diff- 
cult to interpret. It is capable of a construction which would bring essentially 
all of the defense facilities acquired since June 1950 within its scope. (Judicial 
definition of this section will itself require litigation.) But even if a more 
limited construction is given section 4 (a), section 4 (b), which subjects all 
leased defense production facilities to State taxation, will surely encompass vast 
amounts of property. Experience in defending cost-plus-a-fixed-fee contractors 
with the United States from local taxation has indicated that it is common prac- 
tice for the Armed Forces and other Government agencies to lease defense facili- 
ties of tremendous value to private contractors. 

Activity in this field has largely been concentrated on attempts to impose a 
variety of taxes, principally excise taxes, on private contractors operating under 
cost-plus-fixed-fee contracts with the Government. The immunity of Federal 
property from State taxation has prevented the States from imposing a sales 
tax on Government contractors selling to the United States where the State 
law requires the seller to pass the tax on to the purchaser. Whether it is suffi- 
ciently clear from the subject bill that consent to tax is being limited to property 
taxation is at least questionable. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., April 20, 1956. 
Hon. Joun L. McCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. CO. 


Drar SENATOR: This is in response to your request for the views of the Depart- 
ment of Justice on the bills S. 1566, S. 1657, S. 2390, and S. 2754, relating to 
payments to be made to State and local tax authorities on account of federally 
owned property. 

The bills 8. 1566, S. 1657, and S. 2390 would establish comprehensive programs 
for payments by the United States of taxes or in lieu of taxes on its properties 
to State and local tax authorities. The bill 8S. 2754 would authorize a program 
of direct taxation by State and local tax authorities, subject to certain specified 
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limitations, with respect to real property the legal title to which is held by the 
United States. 

The Commission on Intergovernmental Relations and its Study Committee on 
Payments in Lieu of Taxes and Shared Revenues have submitted their reports 
and recommendations on the subject matter of these bills. Substantial extracts 
from these reports are included in part 1 of the hearings before the Committee 
on Government Operations, United States Senate, 84th Congress, on these bills 
and in a staff memorandum of the Senate Committee on Government Operations 
No. 84-1-36 of November 28, 1955, which also lists some of th emajor areas of 
controversy in this field. See pages 49 through 66 of part 1 of the hearing. 

The purpose of the bills is to provide payments to State and local govern- 
ments on account of federally owned property. The property under the control 
of the Department of Justice is small as compared with the holdings of a number 
of other departments and agencies and is not of the type in the main covered 
by these bills. Accordingly, no recommendation is made on the question of 
whether legislation should be enacted to effect the purpose sought. However, 
this Department is concerned with the methods provided for review of the 
determinations of the amounts of payments to be made to the State and local 
governments, since issues arising in this connection could be the source of much 
litigation. This is true where review of such determinations by State and local 
administrative bodies or State and Federal courts is proposed. 

In its report the Commission on Intergovernmental Relations recommends 
that the National Government inaugurate a broad system of payments in lieu 
of property taxes to State and local governments. No recommendations for 
consent to direct taxation is made. Consistent with this recommendation, and 
since authorizations of payments to State and local governments on account of 
federally owned property is a matter of congressional grace, the determinations 
of the amounts to be paid would be a Federal administrative function, and any 
review of such determinations would be limited to an administrative review 
under Federal jurisdiction. It may be noted that resort to State administrative 
bodies, and State or Federal courts, would result in a considerable increase in 
litigation. For instance, if only statewide taxes were involved, such determina- 
tions would require processing in the administrative agencies and courts of 48 
States. Additionally, in view of the variety of property taxes within a single 
State, the variations upon them in the smaller political subdivisions, and the 
changing nature of both, the opportunity for disagreements resulting in litiga- 
tion would be increased many times. Furthermore, since the program under- 
lying these proposals is a new one, caution might well suggest finality in a 
Federal administrative tribunal, at least until the problems and scope of the 
program are better known. 

However, the study committee recommends a dual system of payments i. e., 
that consent be given to the direct taxation of a limited category of Federal prop- 
erty and that payments in lieu be provided for certain other categories of fed- 
erally owned property. In general, the bills 8. 1566, S. 1657, and S. 2390 would 
provide a similar system of dual payments. The bill 8. 2754, with certain spec- 
ified exceptions, would consent to the direct taxation by State and local govern- 
ments of all real property the legal title to which is held by the United States. 
The provisions of the bills vary with respect to the procedure for determining 
the amounts to be paid and the review procedures. 

The bill 8. 2390 provides for the establishment of a three-member Federal 
tax payments board. Among other things, the Board is granted the power to 
hear and determine upon application of any State tax authority or any Federal 
agency any question of law or fact concerning the liability of any Federal agency 
to make any payment under the act, the identity of Federal property subject 
to any payment and the amount of any such liability. While it is not entirely 
clear, presumably the authority of this board would not extend to the pro- 
visions of the bill which consent to the taxation of certain property or consent 
to the levy of special assessments, but would cover other payments including 
payments in lieu and transitional payments. At any rate, jurisdiction would not 
vest in the Board on any question until the parties to the controversy had ex- 
hausted administrative and judicial remedies available to them within the 
jurisdiction of the State tax authority concerned . Whether the Board would 
have authority to overrule and set aside a judgment by the State judicial body 
concerning the nominal Federal tax liability is not clear. Subsections (e) and 
(f) of section 5 of the bill does not specifically authorize an appeal to the Board 
concerning the nominal tax. However, the power of the Board to adjust the 
nominal liability in determining the amount to be paid is neither denied nor 
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affirmed. Determinations of the Board would be final and conclusive on the 
parties to the proceedings and “shall not be questioned by any court or by any 
accounting officer of the Government.” The filing of an action for collection of 
payments is provided by the bill in the district court of the United States in which 
the State tax authority maintains its principal executive or administrative office. 
Evidently the action could be taken to the Federal courts immediately upon com- 
pletion of the first State administrative proceeding, sinee the bill reads “after 
the completion of any administrative * * * proceedings,” This result may not 
have been intended but it appears possible under the language of the bill. Whether 
the exhaustion of State remedies and the Board’s remedies should be precedent 
to resort to the Federal court is not clear. As noted above, the bill provides that 
determinations of the Board shall be final and conclusive and not subject to 
review by any court or officer of the Government. The provisions of the bill 
S. 1657 are similar to those of the bill S. 2390 except that no provision is made 
for actions for collection payments, 

The bill S. 1566 provides for the establishment of a three-member commission 
for payments to State and local governments composed of the Director of the 
Bureau of the Budget as chairman, the Secretary of the Treasury and the Ad- 
istrator of General Services, or any alternate representatives designated by any 
of them. Among other things, the Commission would be authorized to “examine 
the determinations of the owning agencies with respect to the classification of 
their properties and the amount of payments thereof under this act insofar as it 
deems necessary.” Although it is not clear, presumably the jurisdiction of the 
Commission would not extend to the provisions of the bill which consent to the 
taxation of certain property or consent to the levy of special assessments but 
would cover other payments. Under section 504 (b) and (d) any State or local 
government would be authorized to apply to the Commission for a review of any 
determination made by the owning agency as to amounts payable under title I 
(payments on tax exempt properties) and title IV (payments to local govern- 
ments not otherwise compensated for substantial financial burdens) of the bill. 
It is provided in section 504 (d) that “in such cases, the determination by the 
Commission after such review shall be the basis for the amount of payment made 
under this act.” It is assumed from the quoted language that such determina- 
tions made by the Commission would be conclusive. This assumption is in accord 
with the view that the determination of payments in lieu of taxes should be left 
to final Federal administrative determination. 

With respect to the bill S. 2754 which in effect waives immunity to State and 
local taxation of federally owned real property, with some exceptions, the pro- 
cedures for determining the amounts payable and for testing the validity of 
assessed taxes would require the Federal Government to submit such matters 
for such administrative or judicial review as might be available under the law 
in effect within-the area of the taxing authority. The filing of an action for 
collection of taxes is provided by the bill in the district court of the United 
States in which the taxing authority maintains its principal executive or admin- 
istrative office. Judgments or final orders of such courts would be subject to 
appeal pursuant to section 1291 of title 28 of the United States Code. 

The extensive operations of the Federal Government, plus 48 different taxing 
sovereign and innumerable local taxing authorities enforcing sundry taxing 
statutes, undoubtedly would place a great burden of litigation on this Depart- 
ment. In addition, it also may be pointed out that the bill ignores a recom- 
mendation of the Commission on Intergovernmental Relations that no payments 
be made on properties ‘“‘where their noncontributory status has already become 
integrated into the economic and fiscal patterns of the community,” The Com- 
mission suggested a cutoff date some time between September 8, 1939, and 
July 1, 1950, these dates marking “the beginning of periods of large-scale acqui- 
sition of properties for defense purposes—the properties which have been largely 
responsible for this problem.” (H. Doc. 198, pp. 108-109.) 

It will be noted from the foregoing review of the varying methods provided 
for determination and review of the amounts of payments to be made by the 
Federal Government, that in this field the choices appear to be between final 
decision by a Federal administrative agency, burdening the Federal courts with 
a large number of problems of local taxation or requiring the Federal Govern- 
ment to litigate before a great many local courts and administrative tribunals, 
As previously pointed out, since the program in this field is a new one and the 
operating burdens unknown, caution would suggest finality in a Federal admin- 
ee body, at least until the problems and scope of the program are better 

nown. 
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The attention of the committee also is invited to certain detailed features in 
the bills set forth in the enclosed memorandum. 
The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report. 
Sincerely, 
WILLIAM P. RoceErs, 
Deputy Attorney General. 


MEMORANDUM TO ACCOMPANY REPORT ON THE Brits 8. 1566, S. 1657, S. 2390, ann 
S. 2754, RELATING TO PAYMENTS To Be MADE TO STATE AND LocaL Tax AUTHOR- 
ITIES ON ACCOUNT OF FEDERALLY OWNED PROPERTY 


COMMENTS RELATING TO CERTAIN PROVISIONS OF THE BILL 8. 1566 


Section 3 (d) which, defines “Federal real property” includes “real property 
held in trust for individuals or groups of individuals by the Federal Government, 
which, by reason of such trusteeship, is not subject to taxation by States and 
local governments.” This language might well be construed to include Indian 
lands held in trust and would require the United States to make payments with 
respect to property from which it receives no return and where, because of 
treaties and agreements, the amounts of the payments could not be recovered 
from the Indians. 

Section 3 (e) of the bill defines Federal tangible personal property as includ- 
ing “only that tangible personal property owned by the Federal Government 
which, by reason of its attachment to real property, has a fixed location.” It is 
not clear whether this provision is intended to establish a Federal standard of 
affixation, or attachment, or whether the State laws are to furnish the guide for 
administrative determination. It is suggested that a more exact definition be 
given in the law, or that the administrators be vested specifically with discre- 
tionary authority.to make the determinations under the law as to what consti- 
tutes “Federal tangible personal property.” 

Although immigration stations are not specifically mentioned in the bill as 
being exempt from taxation, it seems clear that the language “facilities used in 
the police and regulatory functions of the Federal Government” would include 
immigration stations. However, in the event that the committee feels that the 
quoted language would not include immigration stations, it is suggested section 
103 (d) of the bill be amended by inserting between the words “stations” and 
“cemeteries” on line 24, at page 17, the words “immigration stations.” 

For the information of the committee it may be noted that section 508 (a) (2) 
of the bill, which lists acts providing for in-lieu payments to be continued in 
effect, does not include section 5 (a) of the act of September 14, 1950 (ch. 950, 
64 Stat. 851; 16 U. S. C. 406d-3), which relates to in-lieu payments to commu- 
nities in the Jackson Hole, Wyo., area. The transition payment of taxes formula 
provided in that act differs from the formula proposed in this bill. 


COMMENTS RELATING TO PROVISIONS OF A SIMILAR NATURE IN THE BILLS 8. 1657 
AND 8. 2690 


Section 3 defines the principal terms used in the bills including definitions of 
“Federal property,” “property,” and “real property.” “Federal property” is 
defined as “any property the legal title to which is held by the United States 
or any Federal agency.” With respect to real property, if the equitable title 
to such property is in another than a Federal agency, as defined, or if a Federal 
agency only holds the equitable title, questions may arise concerning the con- 
phe ae intention should an attempt be made to impose a tax -on such 
property. 

The definitions of real property and tangible personal property appearing in 
Section 3 of the bill are not clear. The definition given real property is only 
operative when the term is used in relation to any tax or. special assessment. 
Thus if the term appears in relation to anything else, it does not have an 
especial meaning but resort must be had to the general meaning of the term, 
Whether a relation to tax is intended to include a relation to payments in lieu 
of taxes is not clear. What “property” means under this bill is, of course, of 
primary importance. Any attempt to achieve a substantive result by attributing 
different meanings to a single word can only result in unnecessarily increasing 
the administrative and judicial difficulties certain to arise from legislation of 
this scope and importance. If limitations regarding payments under any of 
the provisions of this bill are intended, it is suggested that the limitations be 
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contained as exceptions following payment provisions rather than permitting 
the most important term of the bill to have one meaning for one purpose and 
another meaning for a different purpose. 

Also, whether an improvement is to be considered as real property and whether 
a “physical object” is tangible personal property under this bill can only be 
determined by reference to the law of each Siate. Since, as recognized in 
section 2 of this bill, the State tax authorities do not have the right to subject 
Federal property to taxation, there is no logical basis for permitting the law 
of each State to determine which Federal properties should be subject to taxation. 
A fixed standard affords administrative and judicial convenience in addition to 
equality of treatment among the several taxing authorities. 

What has been said in regard to the definition of real property is equally appli- 
cable to the definition of tangible personal property, which definition only has 
effect when the term is used in relation to any tax. The problem is emphasized 
here since neither payments in lieu nor special assessments are mentioned, 
which increases the inference that the terms have several meanings. 

Subsection 6 (d) extends an exclusion to stock of strategic or critical materia} 
or any agricultural commodity in the custody of any Federal agency. Also 
this subsection excludes “other personal property” unless it is devoted to an 
industrial or commercial use. What is meant by “personal property” is not 
clear since the term has not been specifically defined, nor has “personal property” 
as usually understood been made subject to taxation or payments in lieu of taxes. 
The limited definition of tangible personal property was previously criticized. 
The appearance of the term “personal property,” unrestricted by qualifying ad- 
jectives, merely adds to the confusion regarding the definition of property. 

Subsection (a) (4) of section 12 grants to the Federal Tax Payments Board 
the power to hear and determine any question of law or fact concerning the 
identity of Federal property, the liability of a Federal agency, and the amount 
of the liability. No question is to be heard until the administrative and judicial 
remedies of the local taxing authority have been exhausted in determining the 
nominal Federal tax liability. Whether the Board is intended to have the 
authority to overrule and set aside a judgment by a State judicial body con- 
cerning the nominal Federal tax liability is not clear. Section 5 (e) and 
(f) does not specifically authorize an appeal to the Board in disputes concern- 
ing the nominal tax. However, the power of the Board to adjust the nominal 
liability in determining the final amount to be paid is neither denied nor af- 
firmed. 

Under the provisions of seetion 6 (a) of S. 2390 no payment would be made 
under section 4 or section 5 of the bill with respect to any immigration sta- 
tion. Although the bill S. 1657 does not specifically provide a similar exemption 
for immigration stations, it seems clear that the language of section 6 (c) (12) 
“facility used in the performance by any Federal agency of any police, investi- 
gative, or regulatory function, * * *” would include immigration stations. 
However, in the event that the committee feels that the quoted language would 
not include immigration stations, it is suggested that section 6 (c) (2) of the 
bill be amended by adding the words “immigration station” on line 11, at page 
13, following the words “customs house.” 


COMMENTS RELATING TO CERTAIN PROVISIONS OF THE BILL 8. 2754 


Section 2 (b) defines “Federal property” as real property the legal title to 
which is in the United States or any Federal agency. If the equitable title to 
real property is in another than a Federal agency, as defined, or if a Federal 
agency only holds the equitable title, questions may arise concerning the con- 
gressional intention should an attempt be made to impose a tax on such 
property. 

The Study Committee on Payments in Lieu of Taxes and Shared Revenues, 
included immigration stations among the categories of properties recommended 
not to be included among those as to which there should be payment of property 
taxes or payments in lieu. Seetion 3 of the bill does not provide an exemption 
from taxation for immigration stations. It is recommended therefore that if 
the bill is to receive favorable consideration, it be amended to include immigra- 
tion stations in the categories of properties excepted from the consent to taxation. 
This result could be accomplished by inserting the words “immigration station” 
on line 8, at page 4 of the bill following the word ‘“‘customhouse.” 

The bill would permit State tax authorities to tax Federal property with the 
exception of certain property specified in section 3 (b) and would permit such 





PAYMENTS TO STATE OR LOCAL TAXING UNITS 299 


authorities to levy and collect special assessments upon federally owned real 
estate. Section 6 (c) provides that whenever Federal property subject to a tax 
payment under the bill is also subject to the payment of taxes to a State authority 
under any other provision of law, the State authority may elect to collect taxes 
either under this bill or such other provision of law. 

Section 36 of the Trading With the Bnemy Act (50 U. S. C. App. 36) provides 
for the payment of all Federal, State, Territorial, or local taxes with respect to 
vested property which would have been payable if the property had remained 
in the hands of the prevesting owners. The time of paying such taxes is within 
the discretion of the Office of Alien Property and no tax liability may be enforced 
from any vested property without the consent of that Office. 

It would appear from the foregoing that the option given to the State taxing 
authorities might interfere with the operations of the Office of Alien Property 
under section 36 of the Trading With the Hnemy Act. Accordingly, if the bill 
is to receive favorable consideration it should be amended to avoid such inter- 
ference. This result could be achieved by the adoption of either an amendment 
to eliminate the option or an amendment specifically excepting section 36 of the 
Trading With the Enemy Act. 

The first alternative could be accomplished by deleting the second sentence 
of section 6 (c) of the bill and substituting therefor the following: 

“Whenever any Federal property is subject to any tax payment under this act 
to any State tax authority for any period, and also is subject to any payment of 
taxes or any payment in lieu of taxes under any other provision of law for the 
same period, such authority may claim and receive with respect to such property 
payment for such period only under such other provision of law.” 

The second alternative could be accomplished by adding the following sentence 
at the end of section 6 (c) of the bill: 

“Nothing in this subsection however shall authorize any State tax authority 
to claim and receive payment under this act with respect to property which is 
subject to the payment of taxes under section 36 of the Trading With the Bnemy 
Act, as amended.” 


OFFICE OF THE POSTMASTER GENERAL, 
Washington 25, D. C., April 18, 1956. 
Hon. Jon L. McCLeLian, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CHAIRMAN: Reference is made to your requests for expression of 
the views of this Department regarding the following five bills which deal gen- 
erally with the taxation of Federal property by State and local authorities: 

S. 826: To provide for payments by the Federal Government to States or local 
taxing: units adversely affected by Federal acquisition, ownership, or use of 
defense production facilities, to provide for the taxation of certain Federal prop- 
erties, and for other purposes. 

8S. 1566: Hstablishing a general policy and procedures with respect to pay- 
ments to State and local governments on account of Federal real property and 
tangible personal property and for other purposes. 

8S. 1657: To authorize the taxation of certain Federal property by State and 
local tax authorities, to provide for the payment by Federal agencies of sums 
in lieu of taxes with respect to certain other Federal property, and for other 
purposes, 

8. 2390: To consent to the taxation of certain Federal property by State and 
local tax authorities, to provide for the payment to such authorities of sums 
in lieu of taxes with respect to certain other Federal property, and for other 
purposes. 

8, 2754:-To authorize the taxation of certain Federal real property by State 
and local tax authorities, and for other purposes. 

This Department does not recommend the enactment of any of the legislative 
proposals covered by these bills. 

The Department would not, however, object to the enactment of general legis- 
lation to authorize payments, in lieu of taxes, by the Federal Government to 
State or local tax authorities so as to insure just compensation where genuine 
hardship to a community has ensued because of recent removal of commercial 
or industrial-type property from the tax rolls by virtue of the Federal Govern- 
ment taking possession of such property, provided that— 


1. post offices are exempted from any such payments; 
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2. the final determination as to payment in any given instance remains 
exclusively an executive branch determination with no judicial review; and 

8. the financial obligation of the Federal Government is specifically lim- 
ited and safeguarded. 


The Bureau of the Budget has advised that there would be no objection to 
the submission of this report to the committee. 
Sincerely yours, 
N. R. ABRAMS, 
Acting Postmaster General. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., April 19, 1956. 
Hon. Jonn L. McCLeL.an, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CHAIRMAN: Reference is made to your request for an expression of 
the views of this Department regarding S. 3534, a bill to provide for payments 
in lieu of taxes to State tax authorities with respect to certain real property 
subject at the time of its aquisition by the United States to real property 
tax committed to the discharge of bonded indebtedness for any public improve- 
ment. 

This Department does not recommend the enactment of this measure. 

The Department would not, however, object to the enactment of general legis- 
lation to authorize payments, in lieu of taxes, by the Federal Government to 
State or local tax authorities so as to insure just compensation where genuine 
hardship to a community has ensued because of recent removal of commercial 
or industrial-type property from the tax rolls by virtue of the Federal Govern- 
ment taking possession of such property, provided that: 


1. post offices are exempted from any such payments ; 

2. the final determination as to payment in any given instance remains 
exclusively an executive branch determination with no judicial review; and 

8. the financial obligation of the Federal Government is specifically limited 
and safeguarded. 


The Bureau of the Budget has advised that there would be no objection to the 
submission of this report to the committee. 
Sincerely yours, 
Maurice H, STANs, 
Deputy Postmaster General. 


DEPARTMENT OF STATE, 
Washington, April 17, 1956. 
Hon. Joun L. McClean, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear SENATOR MCCLELLAN: Reference is made to the Department’s acknowl- 
edgement, dated September 19, 1955, of your letters of September 12 and 13, 1955, 
which transmitted, for the views of the Department of State, copies of 8. 826, 
8S. 1566, S. 1657, 8. 2390, and 8. 2754 regarding taxation of certain Federal real 
property by State and local authorities. 

The following comments are applicable to these bills as indicated : 

§$. 826: Since the Department of State does not have jurisdiction over any 
defense production facilities, the proposed resolution would have no effect upon 
the operation of the Department. For this reason, the Department has no views 
to offer with respect to the legislation. 

S$. 1566: The Department of State has no real property holdings other than 
those controlled by the International Boundary and Water Commission, United 
States and Mexico. It is the opinion of the International Boundary and Water 
Commission that the definition of interests upon which S. 1566 proposes that 
taxes be levied excludes the works of the International Boundary and Water 
Commission. This is believed confirmed by the provisions of section 103. 

If there should be any doubt as to the character of the works of the reeeroe 
tional Boundary and Water Commission relative to their..service pr 
general or public interest, it is believed that this doubt could and should S 
removed by the insertion of a provision in section 103 (b) following the words 
“Civil Aeronautics Administration” in line 11 on page 17, reading substantially 
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as follows: “Any property used or held for international projects in pursuance 
of treaties pertaining to international boundaries.” 

S. 1657 and S. 2390: It is recommended that the same statement added in 
S. 1566, “Any property used or held for international projects in pursuance 
of treaties pertaining to international boundaries” be included in section 6 (a) 
on page 12 under excluded properties in both bills. 

S. 2754: In order that the International Boundary and Water Commission, 
United States and Mexico, may carry out the functions expected of it in the 
administration of treaties without embarrassment by exercise of the equivalent 
of taxing powers by local State and county units of Government, it is suggested 
that subsection (b) of section 3 be amended by changing the period at the 
end of the subsection to a semicolon and adding: “or any property acquired 
or used by the United States for international projects in pursuance of treaties 
pertaining to international boundaries.” 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 
Rosert C. Hit, 
Assistant Secretary 
(For the Secretary of State). 


TENNESSEE VALLEY AUTHORITY, 
Knooville, Tenn., October 13, 1955. 
Hon. Joun L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. O. 

Dear SENATOR MoOCLELLAN: This is in response to your letter of September 
12, 1955, in which you asked for a report on S. 1566, a bill establishing a general 
policy and procedures with respect to payments to State and local govern- 
ments on account of Federal real property and tangible personal property, and 
for other purposes. 

This bill would provide a comprehensive system of Federal tax and in-lieu-tax 
payments to State and local governments. Under sections 101 (d) and 508 
(a) (2), section 13 of the Tennessee Valley Authority Act, like numerous other 
existing statutes providing for payments based on sharing of revenues, would 
remain in effect. TVA would continue to make payments to State and local 
governments under this statutory provision on account of its power properties. 
In addition, it would make payments on nonpower properties to the extent 
and in the manner provided by the bill. These provisions of the bill relating 
to TVA accord with the recent recommendations of the Commission on Inter- 
governmental Relations’ Study Committee on Payments in Lieu of Taxes and 
Shared Revenues, 

We are fully in accord with the sections of the bill relating to TVA power 
properties, but we have a number of reservations concerning other provisions 
which it contains. With respect to these provisions, we have the following 
comments ; 

1. Section 101 (b) (4) provides for payments in the case of so-called “com- 
mercial or industrial property” based in part on the value of improvements 
made by the Federal Government. We question the desirability of this ap- 
proach. We do not believe the Federal Government operates “commercial 
or industrial property” in the sense implied by this section. Where the Federal 
Government engages in activities resembling those conducted by private busi- 
nesses, it generally does so because private enterprise was not in a position 
to provide the facilities needed. When the Federal Government constructs such 
facilities, State and local governments are not deprived of tax revenues which 
they would have received as a result of construction of similar facilities by 
private enterprise, for the reason that if the Federal Government had not 
constructed such facilities they would in all likelihood not have been constructed 
at all. Actually, such Federal projects normally result in substantial benefits 
to States and localities in which they are located. That these benefits usually 
exceed burdens is evidenced by the efforts which States and localities commonly 
exert to secure location of such projects within their boundaries. In the light 
of these factors, we believe that payments based on revenue sharing are more 
desirable than a system of payments based, even with the limitations written 
into section 101 (b) (4), on the average effective tax rate which would be 
applicable on similar but purely hypothetical improvements if such improve- 
ments ‘had been constructed by private enterprise. 
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2. Section 101 (b) (6) provides for consideration, as one factor in determining 
payments to be made by the Federal Government, of the provision by the Federal 
Government of any services ordinarily provided by a State or local government 
as measured by the unit cost to the applicable State or local government for 
rendering like services. This language makes no provision for a situation in 
which a State or local government does not provide a service, and the Federal 
Government does not deem that such service is necessary. To require a Federal 
payment in such case obviously would result in a windfall to the State or local 
government. We therefore suggest that section 101 (b) (6) be modified to read 
as follows: 

“(6) The nonprovision by the applicant State or local government of services 
which it customarily provides, whether as a result of the Federal Government’s 
decision to provide such services itself as an incident to its activities, or for 
any other reason. The value of services not so provided may be measured by 
the unit cost to the applicant State or local government for like services, or by 
such other measure as may be reasonable in any particular case.” 

8. Section 101 (b) (7) does not contain the antiwindfall provision included 
in earlier versions of this proposed legislation (for example, H. R. 2092, 83d 
Cong.). On the other hand, antihardship provisions have been retained in title 
IV. If no antiwindfall provision is to be included, we believe the antihardship 
provisions should be eliminated. We think there is good reason for omitting 
both, since it is difficult to evolve clear standards for applying an antiwindfall 
provision, and since antihardship provisions such as those contained in title IV 
would be likely to lead to continued pressures for more liberal payments with 
the possible end result of eliminating the very limitations on payments included 
specifically in earlier sections of the bill. If however, antihardship provisions 
are to remain in the bill, then we believe antiwindfall provisions should be re- 
stored and an effort made to provide clear standards for administering both 
types of provisions. 

4. Sections 101 (a) (2) and (3), 101 (b) (4), 104 (a), and 104 (b) (1) and 
(2) contemplate a cutoff date but leave open the question of what such date 
shall be. We believe the date selected should be fairly recent and certainly 
subsequent to conclusion of hostilities in World War II, since payments on ac- 
count of property long held by the Federal Government, as to which adjustments 
have already been made by the State and local governments concerned, would 
result in windfalls to the recipients. 

5. Section 504 eliminates (in subsec. (b)) the provision in prior bills that 
determinations by Federal owning agencies as to the amounts of payments shall 
be final, and substitutes (in subsec. (d)) a provision for appeals to the Com- 
mission which would be established by section 501. We believe the procedure 
called for under the earlier bills was preferable. Payments under the legislation 
would be made by the Federal Goverrment as a matter of equity and despite 
its inherent immunity from State and local taxation, rather than as a matter of 
legal obligation. In such a situation, it seems to us that individual Federal 
agencies could be relied on to calculate payments fairly and in accordance with 
the regulations promulgated by the Commission, without their being subjected, 
along with the Commission itself, to the expenditures of time and money that 
would be required in connection with the exercise by the Commission of the 
appellate jurisdiction with which the bill, as now drafted, would invest it. This 
report has been submitted to the Bureau of the Budget, which advises that it has 
no objection to submission of the report to your committee. 


Sincerely yours, 
Hersert D. Vocet, 
Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knogrville, Tenn., October 13, 1955. 
Hon. Joun L. McCLe.ian, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

Deak SENATOR McCLeLLAN: This is in response to your request for our com- 
ments on 8. 2754, a bill to authorize the taxation of certain Federal real property 
by State and local tax authorities, and for other purposes. 

This bill, unlike others now pending, provides for actual State and local tax- 
ation of, rather than in-lieu payments on, Federal property, and for enforce- 
ment of tax liability against the Federal Government in the courts. This ap- 
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proach seems to us undesirable. Federal payments to the States are made as 
a matter of equity, and despite the inherent immunity of the Federal Govern- 
ment from State and local taxation, rather than as a legal obligation. In such 
a situation it seems to us that, in general, payments should be based on the 
principle of revenue sharing rather than on what State or local governments 
would collect from a private taxpayer. We also believe that whatever measure 
of payments may be adopted, Federal agencies should be authorized to compute 
the amounts to be paid in accordance with such measure, and that their deter- 
minations as to amounts due should be final. To provide for judicial determina- 
tions would almost inevitably lead to extensive and expensive litigation, and 
seems to us inappropriate in connection with a voluntary assumption by the 
Federal Government of a duty to make payments on its property to States and 
local governments which it was under no legal obligation to make. 
This report has been submitted to the Bureau of the Budget, which advises 

that it has no objection to submission of the report to your committee. 

Hesrert D. VOGEL, 

Chairman of the Board. 



















TENNESSEE VALLEY AUTHORITY, 
Knogville, Tenn., October 17, 1955. 






Hon. JoHN L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. O. 


DEAR SENATOR MCCLELLAN: This is in response to your request for our com- 
ments on 8. 826, a bill to provide for payments by the Federal Government to 
States or local taxing units adversely affected by Federal acquisition, owner- 
ship, or use of defense production facilities, to provide for the taxation of cer- 
tain Federal properties, and for other purposes. 

We believe enactment of this bill, which represents one possible approach 
to the problem of tax replacement by the Federal Government, would contribute 
to solution of the problem. We have several questions and suggestions, however, 
with respect to particular provisions of the bill which I am setting out below: 

1. Subsections (c) and (d) of section 3, and subsection (e) of section 6, 
seem to us in combination to raise a serious problem of interpretation. Under 
section 8 (c), a “defense production facility” is defined to include property which, 
among other things, “is acquired, owned, or used for industrial or commercial 
purposes connected with national defense.” Section 3 (d) defines “national 
defense” to mean “the operations or activities of the Armed Forces or any other 
Government department or agency directly or indirectly and substantially con- 
cerned with the national defense * * *.” Section 6 (e) provides that whether 
particular property is to be deemed a defense production facility “shall ordi- 
narily be determined by the ownership of the property and the use to which it 
is put on the first day of the tax year of the State or local government con- 
cerned.” The problem which these provisions raise is illustrated by chemical 
facilities which TVA has constructed since June 30, 1950, at Wilson Dam. These 
facilities are part of an installation which is presently being used primarily for 
production of fertilizers, but which can be used primarily or wholly for produc- 
tion of munitions. We assume the intention of the bill is that these facilities 
shall be deemed defense production facilities for purposes of section 5 to the 
extent that, on the first day of the appropriate tax year, they are being used 
for production of munitions. However, since section 3 (d) defines “national 
defense” to include the activities of any agency directly or indirectly and sub- 
stantially concerned with the national defense, and since TVA and its operations 
and activities generally are so concerned, the provisions of the bill cited above 
might be construed as requiring that all chemical facilities installed by TVA 
since June. 30, 1950, be deemed national-defense facilities, regardless of whether 
they are being used, at the beginning of any tax year, to produce fertilizers 
or munitions. 

As a means of clarifying the situation, we suggest that subsection (d) of sec- 
tion 8 be revised to read 

“(d) ‘National defense’ means operations or activities carried on by the Armed 
Forces or any other Government department or agency which are directly con- 
cerned with the national defense, or operations or activities in connection with 
the Mutual Defense Assistance Act of 1949, as amended.” 


and that the period on line 24, page 15, of the bill be changed to a semicolon and 
the following added immediately thereafter : 
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“if property is at such time used in part for purposes directly connected with 
the national defense and in part for activities not so connected, a portion of such 
property proportionate to the extent of its national defense use, as fixed by any 
measure reasonable and appropriate in the circumstances, shall be deemed a 
national defense facility.” 


2. The second sentence of subsection (e) of section 6, beginning on page 15, 
line 24, does not provide clearly for a situation where one Federal agency has 
eustody of land and another Federal agency has custody of an improvement on 
such land. We presently have such a situation at Wilson Reservation, which 
is under TVA jurisdiction but on which the Department of Defense has con- 
structed and administers a classified defense project. To provide for such a 
situation, we suggest the addition of another sentence at the end of the subsection 
reading: 

“Where two or more Federal agencies administer property jointly, or where one 
administers land and another improvements located thereon, each such agency 
shall be responsible for making determinations and payments on account of that 
property, or part or proportionate part thereof, which it administers.” 


8. In section 3 (f) on page 4, line 25, we suggest insertion immediately after 
the word “transportation” of the words “(not including navigation dams or 
the navigation portion of multiple-purpose dams)”. We are not clear whether 
the intention was to include or exclude such properties. We think they should 
be expressly excluded, not only because they serve the purposes of ordinary com- 
merce in addition to constituting national defense assets but also because (a) 
they produce no revenue; and (0b) they are of a type seldom constructed or 
operated by private enterprise, and on which, in any case, private enterprise is 
not taxed. With regard to the latter point, it is our understanding that in the 
few cases where private companies own and operate hydroelectric plants at 
dams which also contain navigation locks available for use by the general 
public—as in the case of the Keokuk Dam on the Mississippi River, and of 
Hales Bar Dam on the Tennessee River prior to its purchase by TVA—arrange- 
ments between the Federal Government and the power company normally pro- 
vide for transfer of title to at least the lock to the Government. In any case, 
since a dam, like other property, is commonly assessed and taxed ad valorem on 
the basis of its earnings value, it would seem apparent that additional investment 
to provide navigation facilities for general public use would not be subject to 
taxation under private ownership and should not be subject to tax equivalent 
payments when owned by the Federal Government. 

4, While the point is not of direct interest to TVA, the second sentence of 
section 4 (a), beginning on page 6, line 11, appears to us to conflict with the 
first sentence of section 6 (e) beginning on page 15, line 18. 

5. We note that while both sections 4 and 5 provide a cutoff date—July 1, 
1950—with respect to taxation of or payments on account of defense production 
facilities held by the Federal Government, no such cutoff date appears to be 
provided in subsection (b) of section 4 with respect to defense production facili- 
ties leased or conditionally sold by the Federal Government to taxable persons 
and not otherwise subject to State or local taxation. We do not know whether 
this difference in treatment was intentional or inadvertent. The absence of 
a cutoff date on leased or conditionally sold property would not raise serious 
problems so far as TVA is concerned, but might do so for other agencies. 

6. Section 5 (b) (6) provides for consideration, as one factor in determining 
payments to be made by the Federal Government, of the provision by the Federal 
Government of any services ordinarily provided by a State or local government. 
as measured by the unit cost to the applicant State or local government for ren- 
dering like services. This language makes no provision for a situation in which 
a State or local government does not provide a service, and the Federal Govern- 
ment does not deem that such service is necessary. To require a Federal payment 
in such case obviously would result in a windfall to the State or local govern- 
yoo We therefore suggest that section 5 (b) (6) be modified to read as 

ollows : 


“(6) The (i) nonprovision by the applicant State or local government of 
Services which it customarily provides, whether as a result of the Federal Gov- 
ernment’s decision to provide such services itself as an incident to its activities, 
or for any other reason (the value of services not so provided to be measured 
by the unit cost to the applicant State or local government for like services, 
or by such other measure as may be reasonable in any particular case), or (ii) 
provision by the Federal Government of financial assistance under the provisions 
of the Act of September 23, 1950 (64 Stat. 967; 20 U. S. C. 251-280). as amended, 
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or the Act of September 30, 1950 (64 Stat. 1100; 20 U. S. C. 236-244), as amended, 
or the Defense Housing and Community Facilities and Services Act of 1951 (65 
Stat. 298; 42 U. S. C. 1591-1593e), as amended.” 


7. The second portion of section 5 (b) (6), beginning on line 24, page 10, raises 
the question of whether financial assistance provided under the cited legislation 
to municipalities, school districts, and other local governmental units may be 
offset against payments otherwise due to States and counties within which such 
units are located, 

This report has been submitted to the Bureau of the Budget, which advises 
that it has no objection to submission of the report to your committee. 

Sincerely yours, 
Hersert D. VOGEL, 
Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knoeville, Tenn., October 19, 1955. 
Hon. Joun L. MCCLeLian, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

Dear SENATOR McCLeELLAN: This is in response to your request for our com- 
ments on §. 1657 and 8. 2390, both of which would provide for State and local 
taxation of certain Federal property, and for payments in lieu of taxes on certain 
other Federal property to State and local governments. We are commenting on 
these bills together since they are generally similar except for minor differences 
in language and arrangement, and except for the inclusion in section 13 (a) of 
S. 2390 of a provision not included in 8. 1657 which would authorize the United 
States district courts to entertain suits by State tax authorities against Federal 
agencies for payments claimed to be under the bill. 

Section 6 of both bills would exclude from the payment provisions of sections 
4 and 5 property which is subject to any revenue-sharing arrangement under 
existing Federal law. Since section 13 of the Tennessee Valley Authority Act 
presently provides for in-lieu tax payments to State and local governments on ac- 
count ef TVA power properties based on a percentage of gross revenues from 
power sales, TVA apparently would continue to make payments to State and local 
governments under section 13 on account of such properties, and would, in addi- 
tion, make payments on nonpower properties to the extent and in the manner 
provided by 8S. 1657 and 8S. 2390. This general approach to payments by TVA 
conforms with the recent recommendations of the Commission on Intergovern- 
mental Relations’ Study Committee on Payments in Lieu of Taxes and Shared 
Revenues, and we are fully in accord with it. 

As to the detailed provisions of the two bills, however, we have a number of 
reservations. The general purpose of these bills is essentially the same as that of 
8. 1566, which, as you know, largely embodies the provisions of a draft bill pre- 
pared following several years of intensive study by the Bureau of the Budget. 
It seems to us that 8. 1566, on which we gave you our comments by letter dated 
October 13, 1955, is in general a better considered and more workable bill. 

The provisions of S. 1657 and S. 2390 dealing with computation and enforce- 
ment of Federal liability for in-lieu-tax payments seem to us particularly open to 
objection. Section 5 of each bill provides, with respect to property within the 
provisions of such section, for payments equal to the “nominal” Federal tax lia- 
bility (measured by the amount of taxes which would be payable on the property 
if privately owned), reduced by the “Federal credit against tax liability” (meas- 
ured by the value of services normally furnished by State tax authorities but in 
fact furnished by Federal agencies), and increased by the “Federal specific lia- 
bility” (measured by expenditures incurred by State tax authorities in furnishing 
to Federal property services of a kind not customarily furnished to other proper- 
ties of like class). Nominal tax liability would be determined by the State 
taxing authorities, subject to appeals by Federal agencies to the same State ad- 
ministrative bodies and courts to which appeals might be brought by private 
taxpayers. Overall liability of any Federal agency, as well as the question of 
whether it was liable for payments on account of particular property, would 
be determined by the Federal Tax Payments Board to be created under-each 
bill. The Board could not, however, determine the question of overall liability 
until the parties had exhausted their administrative and judicial remedies before 
the appropriate State administrative and judicial tribunals on the question of 
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nominal liability. Whether in determining the question of overall liability the 
Board would be bound to accept State administrative or judicial findings as to 
nominal liability is not clear. Section 13 (a) of S. 2390 would add still another 
step to the tax determination process by authorizing State tax authorities to bring 
suits in the United States district courts for payments claimed to be due under 
the act, with provision for appeals to the courts of appeals. 

It seems to us that these provisions are inappropriate to the basic problem in- 
volved. In the first place, while these provisions apparently are intended to 
relate primarily to property devoted by a Federal agency to “commercial or 
industrial use,” Federal properties are not in fact ordinarily devoted to such use 
in the usual sense. When the Federal Government constructs such facilities, 
State and local governments are not deprived of tax revenues which they would 
have received as a result of construction of similar facilities by private enter- 
prise, for the reason that if the Federal Government had not constructed such 
facilities they would in all likehood not have been constructed at all. Actually, 
such Federal projects normally result in substantial benefits to States and locali- 
ties in which they are located. That these benefits usually exceed burdens is 
evidenced by the efforts which States and localities commonly exert to secure 
location of such projects within their boundaries. In the light of these factors, we 
believe that payments based on revenue-sharing are more desirable than a system 
of payments such as that envisaged by S. 1657 and 8S. 2390. A system of pay- 
ments based on revenue-sharing will also result in each State and local taxing 
authority’s receiving amounts computed on a uniform basis, rather than, as under 
S. 1657 and S. 2390, amounts which vary largely on the basis of differences in 
the tax laws of different States and the practices of the various taxing jurisdic- 
tions. 

Second, we believe that whatever measure of payments may be adopted, Federal 
agencies should be authorized to compute the amounts to be paid in accordance 
with such measure, and that their determination as to amounts due should be 
final. To provide for extensive determinations and redeterminations by State and 
Federal administrative and judicial bodies would almost inevitably lead to exten- 
sive and expensive litigation, and seems to us inappropriate in connection with a 
voluntary assumption by the Federal Government of a duty to make payments on 
its property to State and local governments which it was under no legal obligation 
to make. 

We have the following additional comments on certain specific provisions of 
these bills: 

1. Section 6 (a) (1) of each bill provides for a September 8, 1939, cutoff date. 
We believe the cutoff date under legislation of this type should be more recent 
and certainly subsequent to conclusion of hostilities in World War II, since 
payments on account of property long held by the Federal Government, as to 
which adjustments have already been made by the State and local governments 
concerned, would result in windfalls to the recipients. 

2. In paragraph 5 of section 6 (c) of each bill, we suggest, to avoid ambiguity, 
the addition after the words “river or harbor improvement” of the words “(in- 
cluding navigation dams or the navigation portion of multiple-purpose dams).” 

3. Section 7 of each bill seems to us likely to create particularly difficult 
administrative problems. This section, as we read it, would require that nominal 
tax liabilities be first determined for all Federal agencies operating within the 
territorial jurisdiction of a particular State tax authority by appropriate agen- 
cies of such State, that the Federal credit against tax liability and specific 
liability be separately determined for each agency, that the total of Federal 
payments by agencies then be compared with the aggregate amount of taxes 
levied by the State tax authority involved upon all taxable property within its 
territorial jurisdiction which is not in Federal ownership, and that the reduced 
amount of payments to be made by all Federal agencies in accordance with the 
formula prescribed by such section be then prorated among them according to 
the ratio between the assessed valuation of the property of each Federal agency 
to the assessed valuation of all Federal property within the territorial jurisdic- 
tion of the particular authority. This ratio may bear no relationship to the 
ratio of the computed payment for each Federal agency to the computed pay- 
ments for all Federal agencies prior to the application of the section 7 formula. 
The provisions of this section seem to us to illustrate and emphasize the compli- 
cated nature of the provisions contained in these bills for computation and deter- 
mination of the amounts of Federal payments. 
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This report has been submitted to the Bureau of the Budget, which advises 
that it has no objection to submission of the report to your committee. 
Sincerely yours, 
Hersert D. VocEL, 
Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knorville, Tenn., March 28, 1956. 
Hon. Husert H. HUMPHREY, 
Committee on Government Operations, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR HumpHREY: This is in response to your letter of March 6, 1956, 
concerning a number of pending bills relating to payments of taxes, or in lieu 
of taxes, to State and local taxing authorities. 

We have heretofore addressed reports to the Chairman of the Committee on 
Government Operations on 4 of the 6 bills listed in your letter, S. 1566, 8S. 1657, 
S. 2390, and 8. 2754. These reports were submitted to the Bureau of the Budget 
for advice as to whether the views we expressed accord with the President’s 
program, and have not as yet been released by the Bureau. We are preparing 
and will forward shortly reports on S. 888 and S. 2100. 

As you probably know, section 13 of the TVA Act (16 U. 8S. ©. 831L) provides, 
and contains a specific formula, for in lieu tax payments by TVA on account of 
its power properties to States and counties in which it conducts power operations. 
This section was amended in 1940 to incorporate changes recommended jointly 
by TVA and the State and local governments of the area and has since operated 
satisfactorily. The 1955 report of the Commission on Intergovernmental Rela- 
tions’ Study Committee on Payments in Lieu of Taxes and Shared Revenues 
stated in this connection: 


“The committee finds that the present payment system is working to the gen- 
eral satisfaction of State and local governments in the TVA area and recom- 
mends that it remain undisturbed. The nonpower properties of TVA which now 
make no contribution to the support of State and local governments would, of 
course, be required under the committee’s recommendations to make a contribu- 
tion in accordance with the committee’s specific recommendations for the partic- 
ular classification into which they would fall judged according to their use. 

“Similar recommendations for the treatment of TVA power and nonpower 
properties were made by the Bureau of the Budget in its proposed legislation for 
payments in lieu of taxes (S. 788, 83d Cong., Ist sess.)” [pp. 62-63]. 


Several of the bills which you are now considering, including S. 1566, S. 1657, 
and §. 2390, contain provisions which accord generally with this recommendation. 

If there is any information you would like concerning TVA’s experience in 
connection with the in-lieu payment provisions of its act, we shall of course 
be glad to provide it. 

Sincerely yours, 
Herserr D. Voce, 
Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knoaville, Tenn., April 16, 1956. 
Hon. Husert H. HUMPHREY, 
Committee on Government Operations, 
Senate Office Building, Washington 25, D. C. 


Dear SENATOR HuMPHREY: In response to your letter of April 3 and to earlier 
communications, I am glad to transmit today TVA reports on 8. 1566, S. 2754, 
S. 826, 8. 1657, and S. 2390, bills to authorize payments to State and local govern- 
ments with respect to certain Federal properties. The Bureau of the Budget 
has advised us that there is no objection to the submission of these reports to 
your committee, stating that “the Administration would agree to the enactment 
of legislation to authorize a policy of limited payments in lieu of property taxes 
in instances where the recent removal of real estate from the tax rolls by 
reason of its acquisition by the Federal Government for industrial or commercial 
ame has created demonstrable financial hardship for the local taxing 

urisdiction.” 
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S. 888 was included in the list of bills in your letter of March 6. As we under- 
stand it, however, the subject matter of this bill has been considered in the 
enactment of Public Law 388 of the 84th Congress. 

Only one bill of those on which you had asked TVA’s opinion remains to be 
mentioned. §S. 2100 would prohibit any contract between Federal agencies and 
private persons under which such persons, for the purpose of purchasing property 
to carry out the contract, are constituted Federal agents with authority to 
purchase such property in the name of the United States or one of its agencies. 
The bill further provides that if any such contract is entered into in violation 
of the foregoing prohibition, the provisions of the contract shall be void insofar 
as the application of State sales and use taxes is concerned. TVA has never 
had and does not anticipate having occasion to enter into any contracts of the 
type in question. We are not, of course, familiar with the problems of other 
agencies which may have found it desirable to employ them, and accordingly 
we do not believe it would be appropriate for us to express any views as to the 
desirability of prohibiting their use or of invalidating them for purposes of 
State sales and use taxes if employed in violation of such prohibition. 

Since our views concerning the bills which you listed are fully set out in this 
letter and in the other reports referred to above, we do not plan to have a 
representative of TVA testify during the hearings unless the committee has 
specific questions concerning TVA’s experience on which it may desire testimony. 

Sincerely yours, 
Herpert D. Voce, Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knogrville, Tenn., April 17, 1956. 
Hon. JouHn L. McCLeiian, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington 25, D.C. 

DeAR SENATOR McCLeELLAN: This is in response to your letter of April 13 to 
Miss Owen requesting TVA’s views on 8. 3534. 

This bill would provide for payment of full tax equivalents on real property 
acquired by any Federal agency after December 31, 1954, where that property 
was subject at the time of acquisition to ad valorem taxes committed to the 
discharge of any bonded indebtedness previously incurred by a State or local 
tax authority for a public improvement. 

This proposed legislation seems to us to represent a piecemeal approach to a 
broad general problem. Moreover, we believe the bill would present serious 
problems of administration. In TVA’s case, the bill might well require double 
payments to cotinties in the area in which TVA operates, since section 13 of the 
TVA Act (16 U. 8. C. 8311) already requires minimum tax replacement payments 
to counties on account of power properties and reservoir lands allocable to 
power which are purchased and operated by TVA within their respective juris- 
dictions. The bill also seems to us to raise a number of various questions from 
the standpoint of its administration generally: 

1. In most instances, no specific portion of a governmental tax rate is assigned 
to the discharge of a debt incurred for a particular public improvement. Instead, 
the improvement is more likely to be financed with general obligation bonds 
supported by the general credit and revenue sources of the particular State or 
local unit, including ad valorem property taxes. Apparently, the bill would 
provide for full tax equivalent payments on account of federally acquired prop- 
erty where any improvement in the State or local unit involved was being so 
financed through general obligation bonds even though only a very small per- 
centage of the unit’s ad valorem taxes was devoted to discharging the obligation 
represented by such bonds. If the bill is intended as calling for tax equivalent 
payments based on the proportion of ad valorem taxes devoted to discharging 
such indebtedness, a very difficult problem arises in determining such proportion. 
It should be noted also that, in either case, the bill in effect discriminates against 
units financing improvements through taxation or revenue bonds rather than 
through issuance of general obligation bonds. 

2. It is not clear whether the tax equivalent payments required under section 
2 would be based on taxes previously collected on the property or on new assess- 
ments made from time to time in accordance with the prevailing tax procedure 
in the particular State or local unit. If the latter is intended, it is also unclear 
whether improvements made by the Federal Government would be reflected in 
the assessed valuation. 
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8. Section 3 provides that the controlling Federal agency may discharge its 
obligations with respect to any parcel of acquired property by paying to the tax 
authority a single sum equal to the total amount of payments to which such 
tax authority would thereafter be entitled under section 2. It is not clear what 
assumptions could be made in applying this section as to the term of years over 
which the tax authority would be entitled to receive payments, since bond issues 
for particular improvements, although normally for specific terms of years, are 
frequently refunded. If a single payment were made equal to the payments 
which would be due over a period of years, an allowance, for which the bill does 
not provide, would seem appropriate to reflect the value of the money so paid 
in advance. This section also raises a problem as to whether and on what basis 
a Federal agency, if it made such a single payment, would be entitled to a refund 
if it later resold the property to a taxable owner before the end of the term of 
years covered by the lump-sum payment. 

In view of the general approach taken by the bill and the difficult administra- 
tive problems it would raise, we do not believe it would represent desirable 
legislation. 

oe report has been submitted to the Bureau of the Budget, which advises 
that it has no objection to submission of the report to your committee. 
Hersert D. Vocet, 
Chairman of the Board. 


VETERANS’ ADMINISTRATION, 
Washington 25, D. C., April 17, 1956. 
Hon, JOHN L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 


Dear SENATOR MCCLELLAN: Further reference is made to your letter of 
September 12, 1955, requesting a report by the Veterans’ Administration relative 
to S. 1566, 84th Congress, a bill establishing a general policy and procedures with 
respect to payments to State and local governments on account of Federal real 
property and tangible personal property, and for other purposes. 

The purpose of the proposed act for payments to State and local governments 
on Federal real property is to authorize a system of payments (as taxes or in 
lieu thereof) to State and local governments on certain real estate and tangible 
personal property owned by the Federal Government. The payments in lieu of 
taxes would generally be made on only that property acquired or constructed by 
the Federal Government on or after January 1 in a year not fixed by the bill 
It would also subject certain classes of Federal real estate to special assessments 
for local improvements afforded the property by the State or local governments, 
The bill would lodge responsibility for its administration with the various 
governmental agencies that have jurisdiction over or administer Federal real or 
tangible personal property, and would place responsibility for assuring uni- 
formity of operation, through the issuance of regulations and examination of 
operations, with a Commission composed of the Director of the Bureau of the 
Budget, the Secretary of the Treasury, and the Administrator of General Servy- 
ices. The Commission would also be authorized to review the determinations of 
the various governmental agencies upon application by a State or local govern- 
ment. In eonsideration of the general system of payments provided by the bill, 
the State and local governments would be expected, when requested, to furnish 
public services (such as school facilities) for the Federal Government properties, 
and residents thereon, upon the same terms as are accorded to other properties 
and residents. 

The bill is similar to 8. 788, 83d Congress, with respect to which the Veterans’ 
Administration submitted a report to your committee under date of April 27, 
1953, and it is likewise similar to 8. 2268, 82d Congress, concerning which the 
Veterans* Administration submitted a report to the Senate Committee on Expen- 
ditures in the Executive Departments on November 1, 1951. Both of those bills 
were pending before the mentioned committees at the close of the respective 
Congresses. 

This report will be confined to a discussion of the manner in which the bill 
would effect the Federal real and tangible personal property used in connection 
with Veterans’ Administration installations, and to certain problems and diffi- 
culties which, it is believed, are presented by the proposal. Section 103 (a) of 
the bill indicates that property used primarily for purposes for which the 
property under private ownership would be exempt from taxation under the 
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constitution or laws of the State of location, would be exempt from all pay- 
ments to State and local governments under title I of the bill. Although, in 
connection with the preparation of this report, no attempt has been made to 
examine the constitution and laws of the several States, it would appear that 
Federal real property used in connection with Veterans’ Administration hos- 
pitais, cemeteries and domicilaries (homes) would, pursuant to section 108 (a), 
probably be exempt from all payments to State and local governments under 
title I of the bill. On the other hand, in the event that such real property is not 
exempt from such payments, it could be subject to transition payments provided 
by section 104 (a), inasmuch as section 103 (d) of the bill specifically lists 
“hospitals” and certain similar facilities as property which could be subjected to 
such payments. With respect to property used in connection with activities of 
this agency conducted at regional offices, district offices, supply depots, forms 
depot, and publications depot, the intent of the bill is not clear, particularly in 
view of sections 103 (a), 103 (d), and the proviso in 104 (a). 

A further question may be raised in regard to Veterans’ Administration 
regional and district offices and certain depots, located in buildings which, 
pursuant to Reorganization Plan No. 18 of 1950 or section 210 (d) of the Federal 
Property and Administrative Services Act of 1949, as amended (40 U, 8. C. 490 
(d)) are operated and maintained by, and under the custody of, the Adminis- 
trator of General Services. In view of the definition of the terms “Federal 
agency,” “owning agency,” or “Federal owning agency,” in subsection 3 (b) of 
the bill, as “any part of the Federal Government which has jurisdiction over 
or administers Federal real or tangible personal property,” it is not clear whether 
the Veterans’ Administration or the General Services Administration would be 
charged with making determinations and payments on such property under the 
bill, if enacted. 

In the event that any Veterans’ Administration installations are found to be 
subject to payments under title I, a problem is anticipated in regard to a parcel 
of realty on which are located an installation subject to such payments, and an 
activity exempt from all payments thereunder. The bill is not clear whether 
payments would be required with respect to such parcel. At the time of the 
introduction of the mentioned S. 2268, 82d Congress, the sponsor of the bill 
inserted an explanatory memorandum in the Congressional Record. Although 
that memorandum represents, with reference to the mentioned parcels of realty, 
that it is anticipated that in such cases a predominant usage test would be 
applied (see vol. 97, pt. 10, Congressional Record, p. 13054), the bill is silent with 
respect to the employment of such test or the factors incident to its application. 
In this connection it is recognized, of course, that such test might be prescribed 
and explained in rules and regulations to be issued by the Commission for Pay- 
ments to State and Local Governments on Federal Real Property (established 
pursuant to sec. 501 (a) of the bill). However, in view of its importance and 
since this question would arise with respect to a large number of Federal prop- 
erties, it is believed that the matter should be dealt with specifically in the bill. 

Another problem may be presented by the proposal with respect to the tangible 
personal property of the Veterans’ Canteen Service of the Veterans’ Administra- 
tion. The act of August 7, 1946 (60 Stat. 887), as amended (38 U. S. C. 13-13g), 
which established that service, indicates that its primary purpose is to make 
available to veterans hospitalized or domiciled in hospitals and homes of the 
Veterans’ Administration, at reasonable prices, articles of merchandise and serv- 
ices essential to their comfort and well-being. If it is assumed that the predomi- 
nant-usage test would be for application under the bill, it is indicated that the 
Canteen Service could be subject to transition payments, for a limited number 
of years, on a relatively small amount of its property. Accordingly, under such 
circumstances it does not appear that enactment of the bill would seriously inter- 
fere with the stated mission of the Service. However, although it is not the 
purpose of the Canteen Service to make a profit for the Government, conceivably 
that Service could be regarded as a commercial activity for the purpose of the 
proposal. In the event the predominant-usage test would not be for application, 
and the Canteen Service were considered a commercial activity, it might be 
subject to annual payments under section 101. Under those circumstances, the 
bill might well tend to defeat the expressed primary purpose of the Veterans’ 
Canteen Service, inasmuch as the allocation of taxes to the Canteen Service, 
which is in the nature of a self-sustaining operation, might require an increase 
in the price of merchandise and services afforded the veterans. In that event, 
it is the belief of the Veterans’ Administration that the property of that Service 
should be specifically excluded from the operation of the proposed act. 








ee i ed eee or mh 5 











311 


PAYMENTS TO STATE OR LOCAL TAXING UNITS 





As previously indicated, the bill would subject to payments thereunder tangi- 
ble personal property owned by the Federal Government, as such property is 
defined therein. It would appear that extensive difficulty may well be encoun- 
tered in classifying tangible personal property in accordance with the prescribed 
definition. Indeed, aside from the definition, there are few subjects in property 
law presenting as much uncertainty and difficulty as that of determining whether 
a particular piece of property should be considered as realty or personalty. 
This would lead to the question of whether the bill should be confined in scope 
to real property. Insofar as the Veterans’ Administration is concerned, it would 
appear that the cost of administrative work in connection with tangible personal 
property might well exceed the revenue which State or local governments might 
receive therefrom under the proposal. It is recognized, of course, that with 
respect to other agencies of the Government the foregoing may not obtain. 

Under section 509 (a) (6) of the Servicemen’s Readjustment Act of 1944, as 
added by the act of December 28, 1945 (59 Stat. 6831; 38 U. 8. C. 694j), the Vet- 
erans’ Administration is authorized to pay taxes, assessments, and other charges 
on properties acquired by the Veterans’ Administration pursuant to the loan- 
guaranty program of title III of the Servicemen’s Readjustment Act of 1944, as 
amended. In accordance with section 508 (a) of S. 1566, section 509 (a) (6) 
of the mentioned act, insofar as it authorizes such payments to States and 
political subdivisions thereof and to territories (see sec. 3 (i)), would be re- 
pealed, and in its stead such payments would be made under title II of the pro- 
posed act. The existing authority of the Veterans’ Administration to make such 
payments to the District of Columbia or the possessions would not be affected 
bv the bill. 

“Title II of the bill grants authority to State and local governments to tax 
property acquired by the Federal Government to protect its financial interests 
in connection with loans or contracts of insurance or guaranty, while held pend- 
ing disposition or until put to permanent use by the Federal Government. In 
view of the definition set forth in subsection 3 (d) of the proposed act, it would 
appear that this authority is limited to property the title to which is vested in 
the Federal Government. This definition does not include the interest in real 
property acquired by the Administrator of Veterans’ Affairs in those States where 
the successful bidder at a foreclosure sale does not acquire title but a mere cer- 
tificate of sale. In those States the Veterans’ Administration does not acquire 
title to such real property until the expiration of the redemption period. Under 
present law, the Veterans’ Administration has authority to pay taxes, assessments, 
and other charges on such property. The absence of authority in S. 1566 to 
make such payments as they become due would result in the accruing of penal- 
ties and penalty interest against such property during the period in which the 
Administrator does not have title thereto. When title to the property is ultimately 
acquired, the Veterans’ Administration could, pursuant to sections 201 (b), 
202 (a), and 301 (c) of the bill, pay the penalties and penalty interest on the 
taxes and special assessments on such property, if it were determined that such 
payments were in the interest of the Federal Government. In this connection, 
it is presumed that in such cases it is intended to also authorize the payment of 
the delinquent taxes and assessments upon which the penalties and penalty 
interest are predicated. It appears safe to assume that the Veterans’ Admin- 
istration would pay these delinquent taxes and assessments and penalties and 
penalty interest in order to avoid substantial handicap in disposing of the prop- 
erties concerned. However, despite the existence of authority ultimately to 
make such payments, enactment of the bill might and probably would cause 
substantial financial loss to the Government as well as extensive administrative 
difficulty in dealing with real property of this type. In addition it would require 
administration of this aspect of the loan guaranty program under two separate 
systems in view of the definition of “State” in section 3 (i) and the partial repeal 
of section 509 of the Servicemen’s Readjustment Act by section 508 (a) of the 
bill. . 

Section 301 (a) of S. 1566 limits the special assessments which may be levied 
against Federal real property to those special assessments for local improvements 
authorized after the effective date of the act and to those outstanding special 
assessments against property acquired by the Federal Government after the 
effective date of the act. Under that section, payment of a special assessment 
would not be permitted, for example, where it was authorized prior to the effective 
date of the act and the property acquired by the Government prior to that date. 
In connection with property acquired by the Veterans’ Administration pursuant 
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to its loan guaranty program, it is believed that the interest of the Government 
would require that the Veterans’ Administration be permitted to pay all special 
assessments on all properties in order to avoid difficulties in disposing of such 
properties. 

In view of the fact that existing lew accomplishes the same basic purpose as 
that sought by the bill with respect to loan guaranty properties and in addition 
avoids the administrative difficulties and financial losses that would probably 
result to the Government in the event of enactment of the subject proposal, it is 
recommended that line 25, page 38, and lines 1-3, page 39 of the bill be deleted, 
and that a provision be added to the bill reading substantially as follows: 

“Nothing in this act shall be construed to modify or repeal section 509 of the 
Servicemen’s Readjustment Act of 1944 (38 U. 8. C. 694j), as now or hereafter 
amended.” 

In the event the foregoing recommendation is not adopted, then as an alterna- 
tive, it is strongly urged that the bill be amended to permit the payment of taxes 
and assessments on real property of this class before title to the property is vested 
in the Veterans’ Administration, as well as all assessments on property title to 
which is acquired by the Veterans’ Administration pursuant to its loan guaranty 
operations. 

At this point it might be noted that in several places in the bill the words 
“property” and “properties” are employed. Such terms are not defined in the 
section of the proposal containing definitions (sec. 3), although that section does 
contain definitions of “Federal property,’ “Federal properties,” “Federal real 
property,” and “Federal tangible personal property.” In order to prevent any 
resulting uncertainty in meaning, it would appear desirable to employ the 
terms defined in section 3 consistently throughout the bill. 

Title III of S. 1566 would authorize the levying of special assessments against 
real property owned by the Federal Government for local improvements afforded 
such property by the State and local governments, as though the property were 
privately owned. What real property of the Veterans’ Administration would be 
subject to such assessment would, of course, depend upon the State and local 
statutes. Since hospitals are usually afforded an exempted status, it is likely 
that Veterans’ Administration hospitals and domiciliary installations would 
come within such exemptions. There would appear to be a possibility that 
through its system of financial aid to States (e. g., financial aid in connection 
with road construction), Federal assistance will have been granted local govern- 
ments in connection with an improvement upon which an assessment is predi- 
eated. If this be true, it would appear inequitable not to afford the Federal 
Government some credit, in connection with the special assessment, for the 
payments already made. It occurs in this connection that the same reasoning 
could be urged with respect to affording the Federal Government a credit for 
payments made pursuant to such programs of direct financial aid, in connection 
with determining other payments to be made under the bill. In fact it appears 
that in at least one instance (see sec. 101 (e)) this principle has been incor- 
porated in the proposal. 

Title IV of the bill would authorize the Commission to establish by regulation 
a supplementary system of payments to local governments upon which the Fed- 
eral Government or agency thereof has placed a substantial financial burden 
for providing local governmental services to Federal property, to persons living 
on Federal property, or to persons employed on Federal property, in cases in 
which relief of such burden is not provided through payments under other parts 
of the proposed legislation or through payments or the provision of services 
under any other law. The conditions under which this system would be estab- 
lished are considered vague and indefinite. The proposal embodied in title IV 
is considered far-reaching and its adoption at this time is questioned. The 
explanation inserted in the Congressional Record, to which reference has been 
made, points out that whether this additional system of payments will be re- 
quired can be determined only on the basis of actual experience under other pro- 
visions of the proposal. It is our feeling that the broad authority contemplated 
by title [V—almost legislative in character—should be withheld pending a show- 
ing of the need therefor rather than in anticipation thereof. In this connec- 
tion it is noted that subsection 501 (b) contemplates legislative recommendations 
by the Commission predicated on experience under the proposed act. 

It may be noted that section 504 (c) proposes that payments made under the 
act “shall be charged only to funds or appropriations current at the time the 
tax year begins.” Modification of this provision is indicated. It might well 
prove impossible in certain cases to charge the payments to appropriations cur- 
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rent at the time the tax year begins, as, for example, when the tax year begins 
in one fiscal year, but notice of taxes payable or application for administrative 
payment is not received until a subsequent fiscal year. 

It is believed that consideration should be given to vesting the entire admin- 
istration of the program proposed by S. 1566 in a single agency, rather than 
having each of the many Federal agencies administer the proposal in regard 
to the land it administers or over which it has jurisdiction. Such centralization 
might well prevent duplication of personnel and effort, reduce administrative 
costs, increase efficiency, and lend to a more uniform application of the pro- 
visions of the act. If so, the advantages to be gained by having a single agency 
administer the entire program would appear to outweigh those which the ex- 
planatory memorandum indicates would be achieved through placing the re- 
sponsibility for the payments on each agency with respect to the property which 
it has jurisdiction over or administers. Under the proposed Act for Payments to 
State and Local Governments on Federal Real Property, each Federal agency 
might be required to maintain personnel familiar with the constitution and laws 
of each State and of each local government in which that agency has property, 
in order to verify the claims presented by such governments for administrative 
payments, taxes, and assessments. Also, the prescribed procedure of having 
each agency administer the act in regard to its own property could resuit in 
varying interpretations, not only of the proposed Act but of the regulations to 
be issued by the Commission for Payments to State and Local Governments on 
Federal Real Property. It is believed that such difficulties might be obviated 
by the consolidation of the entire program under one agency which would, for 
example, be in a position to engage the services of full-time experts in the field. 
It would also appear to be advantageous from the standpoint of the State and 
local governments to conduct their negotiations with a central agency rather 
than with each Federal agency having property in the locality. 

In computing the amount of the administratively determined payments to be 
made to State and local governments on behalf of Federal properties serving na- 
tional interests, under title I of the bill, several factors are set forth to which 
consideration would be given. The explanatory memorandum set forth in the 
Congressional Record, indicates that it is not intended to give consideration to 
any indirect benefits accruing to the State and local governments, which might be 
attributable to the presence of the Federal Government activities in the locality, 
such as larger payrolls, increased consumer expenditures, and larger collections 
from sales and income taxes. However, it is indicated that a general objective of 
the bill is to avoid inequities between the taxpayers of particular State and local 
governments on the one hand and the taxpayers of the Federal Government on 
the other hand in the distribution of tax burdens and governmental costs asso- 
ciated with the ownership or use of property by the Federal Government (see sec. 
2). There is presented for consideration the question of whether the complete ex- 
clusion of the indirect benefits to State and local governments mentioned above 
from the factors to be considered in the determination of the payments is con- 
sistent with the general objective expressed. In other words, would not the ex- 
clusion of such indirect benefits actually constitute an inequity to the taxpayers 
of the Federal Government in the distribution of tax burdens and costs of 
Government? 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee. The Bureau has 
also advised as follows: “The administration would agree to the enactment of 
legislation to authorize a policy of limited payments in lieu of property taxes in 
instances where the recent removal of real estate from the tax rolls by reason of 
its acquisition by the Federal Government for industrial or commercial purposes 
has created demonstrable financial hardship for the local taxing jurisdiction.” 


Sincerely yours, 
H. V. Hierrey, Administrator. 


VETERANS’ ADMINISTRATION, 
Washington, D. 0., April 17, 1956. 

Hon. Jonn L. McCLeLian, 

Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 
Dear Senator McCietian: Further reference is made to your letters of Sep- 
tember 13, 1955, requesting reports by the Veterans’ Administration relative to 8. 
1657, 84th Congress, a bill to authorize the taxation of certain Federal property 
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by State and local tax authorities, to provide for the payment by Federal agencies 
of sums in lieu of taxes with respect to certain other Federal property, and for 
other purposes, and §. 2390, 84th Congress, a bill to consent to the taxation of 
certain Federal property by State and local tax authorities, to provide for the pay- 
ment to such authorities of sums in lieu of taxes with respect to certain 
other Federal property, and for other purposes. 

The purpose of these bills, to be cited as the “Federal Property Tax Authoriza- 
tion Act of 1955,” and the “Federal Property Tax Payment Act of 1955,” respec- 
tively, is to authorize a system of payments (as taxes or in lieu thereof) to State 
and local governments on certain real estate and tangible personal property owned 
by the Federal Government. They would also subject certain classes of Federal 
real estate to special assessments for local improvements afforded the property 
by the State or local governments. In consideration of the general system of pay- 
ments provided by the bills, the State and local governments would be required, 
when requested, to furnish public services (such as school facilities) for the Fed- 
eral Government properties, and residents thereon, upon the same terms as are 
accorded to other properties and individuals. 

Each bill would lodge responsibility for its administration with the various 
governmental agencies that administer Federal real or tangible personal prop- 
erty, and would establish a Federal Taxpayments Board consisting of three 
members appointed by the President with the advice and consent of the Senate, 
which board would provide uniform rules and regulations for the administra- 
tion of the act, and, upon application by a State or local government (referred to 
in the bills as a “State tax authority”), or a Federal agency, would hear and 
determine any question of fact or law concerning the operations under the act. 
The bills would also establish an advisory committee on Federal taxpayments 
to be appointed by the President, which committee would study the adminis- 
tration of the act, consult with the Federal Taxpayments Board in an advisory 
eapacity, and transmit reports to the President, from time to time, summarizing 
the results of its studies and recommending administrative or legislative 
changes it considers necessary or desirable. S. 2390 would also authorize a 
State tax authority to file an action with a United States district court to 
collect payments alleged to be due under the act. 

According to a statement inserted in the Congressional Record for June 30, 
1955 (p. 8167), S. 2390 is designed to carry out the recommendations of the 
Commission on Intergovernmental Relations with respect to payments in lieu 
of taxes, as contained in its report to the President (H. Doc. 198, 84th Cong., 
pp. 108 and 109), based upon the report of its Study Committee on Payments 
in Lieu of Taxes and Shared Revenues. 

This report will be confined to a discussion of the manner in which the bills 
would affect the Federal real and tangible personal property used in connection 
with Veterans’ Administration installations, and to certain problems and 
difficulties which, it is believed, are presented by the proposals. Subsection 
6 (b) (1) of each bill indicates that property which, if privately owned or 
eontrolled would be exempt from taxation because of the use to which it is 
devoted, would be exempt from all payments to State and local governments 
under sections 4 and 5 of each bill. Although, in connection with the prepara- 
tion of this report, no attempt has been made to examine the constitution and 
laws of the several States, it would appear that Federal real property used 
in connection with Veterans’ Administration hospitals, cemeteries, and domi- 
ciliaries (homes) would, pursuant to the mentioned subsections 6 (b) (1), 
probably be exempt from all payments to State and local governments under 
sections 4 and 5 of each bill. On the other hand, in the event that such real 
property is not exempt from such payments, it could be subject to transitional 
payments in lieu of taxes provided by section 8, inasmuch as subsection 6 (c) 
of each bill specifically lists hospitals and certain similar facilities as property 
which would be subject to such payments. 

It appears that property used in connection with activities of this agency con- 
ducted at regional offices and district offices might or might not be subject to the 
mentioned transitional payments depending on whether that property would 
fall within the purview of subsection 6 (b) (3) of S. 1657 or subsection 6 (b) (2) 
of S. 2390. Living quarters leased to Veterans’ Administration employees at 
the various Veterans’ Administration installations could be subject to payments 
in lieu of taxes under section 5 of each bill. In addition, whether the supply 
depots, forms depot, and publications depot of the Veterans’ Administration 
would be subject to payments in lieu of taxes would depend on whether they are 
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considered as being used for “the storage of property,” as that phrase is em- 
ployed in the definition of “industrial or commercial use” in subsection 3 (0). 

A further question may be raised in regard to Veterans’ Administration re- 
gional and district offices and certain depots, located in buildings which, pur- 
suant to Reorganization Plan No. 18 of 1950 or section 210 (d) of the Federal 
Property and Administrative Services Act of 1949, as amended (40 U. 8. C. 490 
(d)), are operated and maintained by, and under the custody of, the Adminis- 
trator of General Services. In view of the definition of the term “controlling 
agency,” in subsection 3 (c) of each bill, as the Federal agency which is charged 
with the duty of administering any Federal property, it is not clear whether the 
Veterans’ Administration or the General Services Administration would be 
charged with making determinations and payments on such property under 
either bill, if enacted. 

In the event that any Veterans’ Administration installations are found to be 
subject to payments under sections 4, 5, or 8, a problem is anticipated in regard to 
a parcel of realty on which are located an installation subject to such payments, 
and an activity exempt from all payments thereunder. The bills are not clear 
whether payments would be required with respect to such parcel. It is recog- 
nized, of course, that the rules and regulations to be issued by the Federal Tax- 
payments Board (established pursuant to section 10 of S. 1657 and section 11 of 
S. 2390) could prescribe the method to be utilized with respect to property of this 
type. However, in view of its importance and since the question could arise 
with respect to a large number of Federal properties, it is believed that the matter 
should be dealt with specifically in the bill. It appears to the Veterans’ Admin- 
istration that the most practical resolution of this problem could be achieved 
through the employment of a predominant-usage test, and it is recommended 
that the bills be amended to provide for the use of such test and to specify the 
factors incident to its application. 

Another problem may be presented by the proposals with respect to the tangible 
personal property of the Veterans’ Canteen Service of the Veterans’ Adminis- 
tration. The act of August 7, 1946 (60 Stat. 887), as amended (38 U. S. C. 
13-18g), which established that Service, indicates that its primary purpose is 
to make available to veterans hospitalized or domiciled in hospitals and homes 
of the Veterans’ Administration, at reasonable prices, articles of merchandise 
and services essential to their comfort and well-being. If it is assumed that 
a predominant-usage test would be for application under the bills, it is indicated 
that the Canteen Service property could be subject to transition payments for a 
limited number of years. Accordingly, under such circumstances it does not 
appear that enactment of the bills would seriously interfere with the stated 
mission of the Service. However, although it is not the purpose of the Canteen 
Service to make a profit for the Government, conceivably that Service could 
be regarded as a commercial activity for the purpose of the proposals. In the 
event a predominant-usage test would not be for application, and the Canteen 
Service were considered a commercial activity, it might be subject to pay- 
ments in lieu of taxes under section 5 of either bill. Under those circum- 
stances, the bills might well tend to defeat the expressed primary purpose of the 
Veterans’ Canteen Service, inasmuch as the allocation of taxes to the Canteen 
Service, which is in the nature of a self-sustaining operation, might require 
an increase in the price of merchandizing and services afforded the veterans. 
In that event, it is the belief of the Veterans’ Administration that the property 
of that Service should be specifically excluded from the operation of the pro- 
posed act. 

As previously indicated, the bills would subject to payments thereunder tangi- 
ble personal property owned by the Federal Government, as such property is de- 
fined therein. It would appear that extensive difficulty may well be encountered 
in classifying tangible personal property in accordance with the prescribed defi- 
nition. Indeed, aside from the definition, there are a few subjects in property 
law presenting as much uncertainty and difficulty as that of determining whether 
a particular piece of property should be considered as realty or personalty. 
This would lead to the question of whether the bills should be confined in scope 
to real property. Insofar as the Veterans’ Administration is concerned, it would 
appear that the cost of administrative work in connection with tangible personal 
property might well exceed the revenue which State tax authorities might re- 
ceive therefrom under the proposals. It is recognized, of course, that with 
respect to other agencies of the Government the foregoing may not obtain. 

Sections 9 of 8. 1657 and S. 2390 would authorize the levying of any special 
assessment upon real property owned by the Federal Government to the same 
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extent and under the same conditions as other property of like class situated 
within the jurisdiction of the State tax authority. Under section 509 (a) (6) 
of the Servicemen’s Readjustment Act of 1944, as added by the act of December 
28, 1945 (59 Stat. 631; 38 U. 8. C. 694j), properties acquired by the Veterans’ 
Administration pursuant to the loan guaranty program of title III of the Service- 
men’s Readjustment Act are subject to the payment of taxes, assessments, and 
other charges. The existing authority is broader in scope than the mentioned 
section 9 of each of the subject bills in that, for example, it covers property lo- 
eated in the District of Columbia and the Territories and possessions of the 
United States. It is noted that neither bill would affect the existing authority 
with respect to the payment on taxes on property of this type (see subsec. 6 (a) 
(2) of each bill). Since section 509 (a) (6) of the Servicemen’s Readjustment 
Act accomplishes the same purpose in regard to assessments as S. 1657 and 8S. 2390, 
the Veterans’ Administration believes that it would be unnecessary and con- 
fusing to establish an additional authority for the payment of assessments on 
property covered by section 509 (a) (6). Accordingly, it is recommended that 
the sections of the bills on assessments be modified to incorporate an exclusion 
for such property similar to that contained in subsection 6 (a) (2) of each bill 
with respect to the payment of taxes and payments in lieu of taxes. 

What other property of the Veterans’ Administration could be subject to the 
levying of special assessments under section 9 of each bill would, of course, de- 
pend upon the State and local statutes. There would appear to be a possibility 
that through its system of financial aid to States (e. g., financial aid in connec- 
tion with road construction), Federal assistance will have been granted local 
governments in connection with an improvement upon which an assessment is 
predicated. If this be true, it would appear inequitable not to afford the Federal 
Government some credit, in connection with the special assessment, for the pay- 
ments already made. It is noted in this connection, that in computing pay- 
ments in lieu of taxes under the bills, subsection 5 (b) (2) of each bill proposes 
to afford the Federal Government a “Federal credit against tax liability” con- 
sisting of the value of governmental services normally furnished by State tax 
authorities, which are instead furnished by Federal agencies. It occurs to the 
Veterans’ Administration that the reasoning which would justify such a credit 
against payments in lieu of taxes could likewise be urged with respect to afford- 
ing the Federal Government a credit for direct financial aid payments which 
might not be classed as governmental services furnished by Federal agencies. 

It is believed that consideration should be given to vesting the entire admin- 
istration of the program proposed by 8S. 1657 and S. 2390 in a single agency, 
rather than having each of the many Federal agencies administer the proposal 
in regard to the land it administers. Such centralization might well prevent 
duplication of personnel and effort, reduce administrative costs, increase effi- 
ciency, and lend to a more uniform application of the provisions of the act. If 
so, the advantages to be gained by having a single agency administer the entire 
program would appear to outweigh those which might be achieved through plac- 
ing the responsibility for the payments on each agency with respect to the prop- 
erty which it administers. Under the proposed acts, each Federal agency might 
required to maintain personnel familiar with the constitution and laws of 
each State and of each local government in which that agency has property, in 
order to verify the claims presented by such governments for administrative pay- 
ments, taxes, and assessments. Also, the prescribed procedure of having each 
agency administer the act in regard to its own property could result in varying 
interpretations, not only of the proposed act but of the regulations to be issued 
by the Federal Tax Payments Board. It is believed that such difficulties might 
be obviated by the consolidation of the entire program under one agency which 
would, for example, be in a position to engage the services of full-time experts 
in the field. It would also appear to be advantageous from the standpoint of 
the State tax authorities to conduct their negotiations with a central agency 
rather than with each Federal agency having property in the locality. 

In computing the amount of the payments in lieu of taxes to be made to State 
tax authorities on behalf of Federal properties serving national interests, under 
section 5 of either bill, several factors are set forth to which consideration would 
be given. No consideration would be given to any indirect benefits accruing 
to the government concerned, which might be attributable to the presence of 
the Federal Government activities in the locality, such as larger payrolls, in- 
creased consumer expenditures, and larger collections from sales and income 
taxes. However, the bills indicate that their purpose is to avoid inequities be- 
tween the taxpayers of State and local governments on the one hand and the 
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taxpayers of the Federal Government on the other hand in the distribution of 
governmental costs incident to property owned or used by the Federal Govern- 
ment (see subsec. 2 (b)). There is presented for consideration the question 
of whether the complete exclusion of the indirect, benefits to State and local 
governments mentioned above from the factors to be considered in the deter- 
mination of the payments in lieu of taxes is consistent with the general pur- 
pose expressed. In other words, would not the exclusion of such indirect 
benefits actually constitute an inequity to the taxpayers of the Federal Govern- 
ment in the distribution of costs of government? 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee. The Bureau 
has also advised as follows: “The administration would agree to the enactment 
of legislation to authorize a policy of limited payments in lieu of property taxes 
in instances where the recent removal of real estate from the tax rolls by reason 
of its acquisition by the Federal Government for industrial or commercial pur- 
poses has created demonstrable financial hardship for the local taxing juris- 
diction.” 

Sincerely yours, 
H. V. Hietry, Administrator. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., April 17, 1956. 
Hon. Joun L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

DeaR SENATOR MCCLELLAN: Further reference is made to your letter of Sep- 
tember 13, 1955, requesting a report by the Veterans’ Administration relative 
to S. 2754, 84th Congress, “A bill to authorize the taxation of certain Federal 
real property by State and local tax authorities, and for other purposes.” 

The purpose of the proposed Federal Real Property Tax Act of 1955 is to 
authorize the assessment and collection of ad valorem taxes and special assess- 
ments for public improvement by any State or local government (referred to 
in the bill as a “State tax authority”) which, under State law, has authority 
to levy and collect such taxes and assessments, on certain classes of real prop- 
erty the legal title to which is held by the United States or by any Federal 
agency. The bill would be effective with respect to any taxes levied for any 
period beginning, and any assessments levied, after June 30, 1956. The taxes 
and assessments would be paid, upon compliance by the State tax authorities 
with certain procedural requirements specified in the bill, by the various govern- 
mental agencies with respect to the real property which they administer. Action 
would be authorized in the United States district courts by State tax authorities 
with respect to any claim for tax or special assessment which has not been paid. 

This report will be confined to a discussion of the manner in which the bill 
would affect the Federal real property used in connection with Veterans’ Ad- 
ministration installations and to certain problems and difficulties which it is 
believed are presented by the proposal. Subsection 3 (b) (3) of the bill indi- 
cates that no payment will be made to any State tax authorities with respect 
to any Federal real property which is devoted primarily to use as a United 
States hospital, facility providing domiciliary care, or cemetery, among others. 
It is clear, therefore, that Federal real property used in connection with Vet- 
erans’ Administration hospitals, domiciliaries (homes), and cemeteries would, 
pursuant to this subsection, be exempt from all payment of taxes to State tax 
authorities under the bill. 

Real property of the Veterans’ Administration used in connection with activi- 
ties of-this agency conducted at. regional offices, district offices, supply depots, 
forms depot, and publications depot would be subject to payment of taxes and 
special assessments under sections 3 and 4 of S. 2754, respectively. A question 
may be raised, however, in regard to Veterans’ Administration regional and dis- 
trict offices and certain depots located in buildings which, pursuant to Reorgan- 
ization Plan No. 18 of 1950 or section 210 (d) of the Federal Property and 
Administrative Services Act of 1949, as amended (40 U. S. C. 490 (d)), are 
operated and maintained by, and under the custody of, the Administrator of 
General Services. In view of the definition of the term “controlling agency” in 
subsection 2 (c) of the bill, as the Federal agency which is charged with the 
duty of administering Federal real property, it is not clear whether the Vet- 
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erans’ Administration or the General Services Administration would be charged 
with making payments on such property under the bill, if enacted. 

A further question is anticipated in regard to a parcel of realty on which 
are located an installation subject to the payment of taxes under S. 2754, and an 
activity exempt from such payments. The bill is not clear whether payments 
would be required with respect to such parcel. As previously noted, subsection 
8 (b) (3) would exempt from the payment of taxes, Federal real property 
which is devoted primarily to use as one of certain enumerated types of facili- 
ties. This would seem to imply that the predominant usage of the real prop- 
erty would govern its status for taxation purposes. It appears to the Veterans’ 
Administration that a predominant-usage test may well constitute the most 
practical resolution of the problem. However, since the bill is not clear 
on this point and since the problem would arise with respect to a large 
number of Federal properties, it is our belief that the proposal should be 
amended to specifically prescribe such test as well as the factors incident to its 
application. 

Under section 509 (a) (6) of the Servicemen’s Readjustment Act of 1944, 
as added by the act of December 28, 1945 (59 Stat. 631; 38 U. S. C. 649j), the 
Veterans’ Administration is authorized to pay taxes, assessments, and other 
charges on properties acquired by the Veterans’ Administration pursuant to the 
loan guaranty program of title III of the Servicemen’s Readjustment Act of 
1944, as amended. S. 2754 would affect this authority, but it would permit 
State tax authorities to elect, with respect to properties subject to the men- 
tioned section 509 (a) (6), whether to receive payment of taxes under that 
section or under the bill. 

In view of the definition of “State tax authority” and “State” in section 
2, the bill would not permit payment of taxes or assessments by the Veterans’ 
Administration on property acquired pursuant to its loan guaranty program, to 
the District of Columbia or to the Territories or possessions. Such payments 
would, of course, be made under the existing authority in section 509 (a) (6) of 
the Servicemen’s Readjustment Act. Similarly, in view of the definition of the 
term “Federal property” set forth in subsection 2 (b), the authority under the 
bill to pay taxes and assessments would be limited to property the legal title 
to which is held by the United States or a Federal agency. This definition 
does not include the interest in real property acquired by the Administrator of 
Veterans’ Affairs in those States where the successful bidder at a foreclosure 
sale does not acquire title but a mere certificate of sale. In those States the 
Veterans’ Administration does not acquire title to such real property until 
the expiration of the redemption period. Under present law, the Veterans’ Ad- 
ministration has authority to pay taxes, assessments, and other charges on such 
property. In view of the absence of authority to make such payments under 
S. 2754, they would of necessity be made pursuant to existing law. 

Further, 8. 2754, if enacted, would lack the flexibility of existing law with 
respect to this type of property. For example, the language of the mentioned 
section 509 (a) (6) does not impose an obligation on the Veterans’ Adminis- 
tration to pay the real property taxes and assessments but leaves it to the dis- 
cretion of this agency. In effect, it permits the Veterans’ Administration to 
determine that in unusual cases a property may be of so little value as not to 
warrant the payment of taxes and assessments thereon and, in such cases, to 
forfeit the property rather than make the payments. Section 5 of S. 2754 would 
not permit such discretion since it provides that payment of taxes and special 
assessments “shall be made.” 

Since section 509 (a) (6) of the Servicemen’s Readjustment Act accomplishes 
the same purpose, with respect to loan guaranty properties, as S. 2754—and is, 
in fact, broader in scope—the Veterans’ Administration believes that it would 
be unnecessary and confusing to establish an additional authority for the pay- 
ment of taxes and assessments on a portion of such properties. Under the cir- 
cumstances, it is recommended that the bill be modified to exclude from its pur- 
view property acquired by the Veterans’ Administration pursuant to its loan- 
guaranty program. It would appear that similar considerations would obtain 
with respect to real property under the jurisdiction of other agencies of the 
Federal Government which, pursuant to existing law, is subject to the payment 
of taxes and assessments. 

Section 4 of 8. 2754 would authorize the levying and collection of any special 
assessment upon real property owned by the Federal Government to the same 
extent and under the same conditions as other property of like class situated 
within the jurisdiction of the State tax authority. There would appear to be 
a possibility that due to its system of financial aid to States (e. g., financial aid 
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in connection with road construction), Federal assistance will have been granted 
local governments in connection with an improvement upon which an assess- 
ment is predicated. If this be true, it would appear inequitable not to afford 
the Federal Government some credit, in connection with these special assess- 
ments, for the payments already made. It occurs in this connection that the 
same reasoning could be urged with respect to affording the Federal Government 
a credit for payments made pursuant to such programs of direct financial aid, 
in connection with determining the ad valorem tax payments to be made under 
the bill. 

In this connection it is noted that the sponor of S. 2754 stated (Congressional 
Record of August 2, 1955, pp. 11086 and 11087) that the bill is designed to dis- 
tribute evenly among all of the taxpayers of the country the tax burdens asso- 
ciated with the ownership of real property by the Federal Government. The 
failure to permit a credit for the mentioned direct aid payments would tend te 
preclude the desired equality among all taxpayers. Further, the bill would not 
permit consideration of any indirect benefits accruing to the States and local 
governments which might be attributable to the presence of the Federal Govern- 
ment activities in the locality, such as larger payrolls, increased consumer ex- 
penditures, and larger collections from sales and income taxes. A question 
may likewise be presented whether this is consistent with the general objective 
expressed. In other words, would not the exclusion of such indirect benefits 
actually constitute an inequity to the taxpayers of the Federal Government in 
the distribution of tax burdens and costs of Government? 

It is believed that consideration should be given to vesting the entire adminis- 
tration of the program proposed by S. 2754 in a single agency, rather than 
having each of the many Federal agencies administer the proposal in regard te 
the land it administers. Such centralization might well prevent duplication of 
personnel and effort, reduce administrative costs, increase efficiency, and lend 
to a more uniform application of the provisions of the act. Under the proposed 
act, each Federal agency might be required to maintain personnel familiar with 
the constitution and laws of each State and of each local government in which 
that agency has property, in order to verify the claims presented by such gov- 
ernments for taxes and assessments. It is believed that such difficulties might 
be obviated by the consolidation of the entire program under one agency which 
would, for example, be in a position to engage the services of full-time experts 
in the field. It would also appear to be advantageous from the standpoint of 
the State and local governments to conduct their negotiations with a central 
agency rather than with each Federal agency having property in the locality. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee. The Bureau has 
also advised as follows: “The administration would agree to the enactment of 
legislation to authorize a policy of limited payments in lieu of property taxes in 
instances where the recent removal of real estate from the tax rolls by reason 
of its acquisition by the Federal Government for industrial or commercial 
purposes has created demonstrable financial hardship for the local taxing 
jurisdiction.” 


Sincerely yours, 
H. V. Hrarry, Administrator. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., May 18, 1956. 


Hon. Joun L. McoCrLetian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Senator McCrterzaAN: Further reference is made to your letter of 
April 18, 1956, requesting a report by the Veterans’ Administration relative 
to S. 3534, 84th Congress, a bill to provide for payments in lieu of taxes to 
State tax authorities with respect to certain real property subject at the time 
of its acquisition by the United States to real property tax committed to the 
discharge of bonded indebtedness for any public improvement. 

The bill proposes to require every executive department, agency, and inde 
pendent establishment of the Government to make payments in lieu of taxes to 
State and local governments on certain Federal real property. Payments 
would be made on property which (1) was acquired after December 31, 1954, 
and (2) immediately preceding such acquisition was subject to a real property 
tax, the proceeds of which were committed to the discharge of any bonded 
indebtedness theretofore incurred by the local government for any public im- 
provement. 'The payments would consist of sums equal to such real property 
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taxes which would have been payable on the property but for its Federal acqui- 
sition, during the period beginning on the date of that acquisition and con- 
tinuing until the end of the fiscal year during which the mentioned bonded indebt- 
edness is finally discharged. 

With the exception of properties acquired pursuant to its loan guaranty pro- 
gram which are discussed hereinafter, the Veterans’ Administration currently 
has only two tracts of land which were acquired by it subsequent to Decem- x 
ber 31, 1954. In connection with the preparation of this report, no attempt has 
been made to ascertain whether those properties, immediately prior to our 
acquisition, were subject to the levy of real property taxes the proceeds of 
which were committed to the discharge of any bonded indebtedness. 

Under subsection 509 (a) (6) of the Servicemen’s Readjustment Act of 1944, 
as added by the act of December 28, 1943 (59 Stat. 681; 38 U. S. C. 694j), the 
Veterans’ Administration is authorized to pay taxes, assessments, and other 
charges on properties acquired by the Veterans’ Administration pursuant to the 
loan guaranty program of title III of the Servicemen’s Readjustment Act of 
1944, as amended. S. 3534, if enacted, would not amend subsection 509 (a) (6) 
of the mentioned act, and accordingly it is believed that payments could con- 
tinue to be made to State and local governments thereunder. It appears that 
the payments which the bill, if enacted, would require the executive agencies to 
make to State tax authorities, would be in the nature of special assessements for 
local improvements. The mentioned subsection 509 (a) (6) authorizes the pay- 
ment of such special assessments, as well as general real-property taxes and 
other charges, on all title III properties to which S. 38534 would apply and, in 
addition, authorizes like payments on certain of such properties to which the 
bill would not apply (e. g., property located in the District of Columbia and in , 
the possessions of the United States and foreclosed property to which the Ad- ; 
ministrator of Veterans’ Affairs has not acquired title). Accordingly, and in # 
order to preclude the possible construction that the bill contemplates duplicate a 
payments on the same property, it is recommended, in the event the bill is favor- mo 
ably considered, that it be amended to exclude from its purview real property Me 
acquired by the Veterans’ Administration pursuant to its loan guaranty opera- 
tions. 

A question may be raised in regard to Federal property which is operated 

and maintained by, and under the custody of, the Administrator of General 
Services, but which is occupied by another department or agency of the Govy- 
ernment. In view of the definition of the term “controlling agency” in sub- 
section 1 (c) of the bill, it would appear that in such cases the General Services 
Administration would be charged with making payments under the bill, if en- 
acted. This is not entirely clear, however, and, accordingly, it is recommended 
in the event the bill receives favorable consideration, that the matter be clari- 
fied. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee. The Bureau has 
also advised as follows: “The Administration would agree to the enactment of 
legislation to authorize a policy of limited payments in lieu of property taxes 
in instances where the recent removal of real estate from the tax rolls by reason 
of its acquisition by the Federal Government for industrial or commercial pur- 
poses has created demonstrable financial hardship for the local taxing jurisdic- 
tion.” 

Sincerely yours, 







































H. V. Higtry, Administrator. 


Senator Humrnrry. Senator Bush, do you want to yield to Senator 
Jackson ? 4 
Senator Jackson. I want to make just a brief statement. | 
Senator Busu. I have no objection. 


STATEMENT OF HON. HENRY M. JACKSON, A UNITED STATES 
SENATOR FROM THE STATE OF WASHINGTON 


Senator Jackson. Mr. Chairman, I merely want to make this state- 
ment, inasmuch as I am due in another meeting right pay 
is subject 





I had the ae of spending considerable time on 
in the past Congress. It has been my experience that. what usually 
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results from this problem of dealing with payment to States, localities, 
municipalities in lieu of taxes is that we end up with a bill so com- 
prehensive that there are too many objections to permit passage. 

I would merely like to make the suggestion that we try to agree on 
a scope which, while it may be limited, may provide some aid to the 
States and counties. 

I sincerely believe, Mr. Chairman, that if the subject matter that 
we are going to include is so large and the payments so tremendous, we 
will be deluding ourselves in thinking that we are going to be able to 
grant relief to the governmental units that are sorely pressed now. 

It is with that idea that I wanted to come to the meeting and to 
suggest that whatever we do, we use caution, so that we can get a bill 
through that will grant some relief. I am not suggesting the exact 
area that we ought to cover, I merely want to make the point that we 
should attempt to put through at this session of Congress a bill that 
will provide some relief and establish a policy which can be expanded 
at a later date to grant more adequate relief. 

Senator Humpurey. I want to thank you, Senator Jackson. 

Senator Jackson. Thank you, Senator Bush. 

Senator Humrpnrey. That is a constructive suggestion, and one that 
will surely be considered most carefully by the committee. It has been 
discussed, may I say, among members of the committee and with the 
staff. I think it has real merit. 

Senator Jackson. We have with us today a distinguished county 
official from my State, Mr. Harry Springer, who is chairman of the 
board of county commissioners of Pierce County. I know that he can 

ive some very helpful suggestions as a representative of the National 
ssociation of County Officials. 
Senator Humreurey. Thank you, Senator Jackson. 


STATEMENT OF HON. PRESCOTT BUSH, A UNITED STATES SENATOR 
FROM THE STATE OF CONNECTICUT 


Senator Busu. Mr. Chairman, I have only a moment of testimony 
this morning. I am one of the sponsors of these bills, and I have asked 
to come here from Connecticut Mr. Vermilya, director of finance of 
the town of Stratford, which I think is one of the most dramatic illus- 
trations in the United States of the importance of this type of legis- 
lation, and points up very acutely the need for some legislation that 
will permit the payment in lieu of taxes in aggrieved situations like 
Stratford. 

I should like to insert in the record at the conclusion of my remarks, 
if the chairman please, a statement which I made a year ago with 
respect to this matter at the time I introduced the bill before the 
committee. 

Senator Humpmrey. That may be placed in the record wherever 
you desire. 

Senator Buss. Just at the conclusion of my remarks, if that please 
the chairman. 

And I should like to say one more word, to wit, this: That I have 
discussed this matter with the Bureau of the Budget to some extent, 
and I have therefore sort of a preview of the testimony that Mr. 
Merriam is to make. I think that he is offering a solution, possibly, 
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to this whole problem, in line with the suggestion made by the Senator 
from Washington, Mr. Jackson, to which I listened with a great deal 
of intent interest. 

So I have nothing further to say. 

We want to thank the chairman very much for the privilege of 
appearing here this morning. 

enator Humpurey. I think we should note for the record that 
Senator Bush introduced 8. 1657. Is that correct? 

Senator Busu. That is correct. 

Senator Humpurey. And I also want to note for the record that 
the Senator has been exceedingly interested in this subject and very 
helpful to the committee. He has made a very distinct contribution. 

I am prone to feel, Senator, that the general thesis of your sugges- 
tion and that of Senator Jackson has considerable merit. I think we 
will find some way to expedite action on this legislation. 

Senator Busu. I recognize that we have a very great problem, and 
we ought not to try to solve it all at once but should try to make a 
step toward it. If we do that at this session, that will be a great step 
forward. Some of these communities are in very tight circumstances, 
because of conditions such as Mr. Vermilya will outline, as far as 
Connecticut is concerned. 

Senator Humenrey. You mentioned Stratford; is that right? 

Senator Busu. Yes; Stratford, Conn. 

Senator Humpnurey. That is one community. You have others? 

Senator Busn. We have others, but that is the most dramatic ex- 
ample of tremendous Government operation in a relatively small com- 
munity, where the tail almost wags the dog. 

Senator Humpurey. Thank you, Senator. Have you any further 
comment ? 

Senator Busu. I have no further comment. 

Senator Humpnrey. Thank you. 

(The statement of Senator Bush, referred to above, is as follows:) 


STATEMENT OF HON. PRESCOTT BUSH, A UNITED STATES SENATOR FROM THE STATE OF 
CONNECTICUT 


I am introducing in the Senate today a bill intended to strengthen the inde- 
pendence and integrity of local governments by restoring to them a part of the 
revenues they have lost because of Federal acquisition of real estate and other 
property. The bill would authorize the taxation of certain Federal property 
by State and local tax authorities and provide for the payment by Federal 
agencies of sums in lieu of taxes with respect to other Federal property. 

In recent years, the States and local communities have become increasingly 
concerned because their revenues are being undermined by the Federal Govern- 
ment. The increasing acquisition of various types of property by Federal agen- 
eies has removed billions of dollars of property from the tax rolls of the States 
and towns and cities throughout the country. This trend has threatened the 
integrity and independence of local governments, and should be halted at once. 

Many communities throughout the Nation, a number of them in my own State, 
have been adversely affected. But perhaps the most glaring example of the 
impact upon a community when the Federal Government acquires an industrial 
plant and removes it from the tax rolls is in Stratford, Conn. In Stratford is 
located Air Force plant No. 43, operated for the Government by the Avco Manu- 
facturing Co. The current value of the installation, as estimated by town 
officials, is more than half the amount of the entire grand list of taxable property 
now totaling $126 million. Until a recent revaluation, the appraised value of the 
plant exceeded that of all other properties in the town combined, $83 million 
as against $67 million. The influx of workingmen needed to man the machines, 
and their families, resulted in a sharp increase in population. Stratford was 
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forced to build more schools, and provide more police and fire protection and 
other services. Local taxpayers had to dig into their pockets to pay the bills 
while Uncle Sam took what amounts substantially to a free ride. 

Federal ownership of land and buildings is by no means the only problem 
involved. Many procurement contracts negotiated by the various armed services 
with private contractors contain provisions under which the Government, upon 
making any partial payment, takes title to parts, materials, inventories, work 
in progress and tools, acquired or produced by the contractor for the perform- 
ance of the contract. Both the Government and the contractors claim that this 
legal technicality makes such property tax free. 

Connecticut industrial centers, together with others throughout the Nation 
which are contributing to the defense effort, have lost tax revenues as a result 
of this bit of legal legerdemain. Congress should authorize payments in lieu 
of taxes on such property, and the bill would so provide. 

The plight of Stratford and the hardship suffered by other Connecticut com- 
munities to a lesser degree as a result of the tax-exempt status of federally 
owned defense production plants and other facilities was called to my attention 
during the 88d Congress. Because I felt strongly that an injustice was being 
done to the municipalities in my State and throughout the Nation, I became 
deeply interested in legislative attempts for remedial action. Upon consulting 
the late Senator Robert A. Taft, I found that he was greatly concerned with this 
problem. As a result of his initiative and the interest of a number of other 
Senators, legislation was drafted which was intended to provide substantial 
relief to communities which had lost tax revenues as the result of the Federal 
acquisition of defense-production facilities following the outbreak of the war 
in Korea. §S. 2473, based on the draft prepared for Senator Taft, was intro- 
duced in the 83d Congress by the then majority leader, Senator Knowland, with 
Senators Taft, Ferguson, Potter, and myself as cosponsors. An identical bill, 
now No. 8. 826, has been introduced in the present session by Senator Bender. 

Although hearings were held in both sessions of the 83d Congress on S. 24738, 
no legislative action was taken because the creation of the Commission on 
Intergovernmental Relations brought under review the whole broad problem 
of reaching a fair distribution of tax revenues among all levels of Government. 
S. 2478, together with related bills, was referred to that Commission for con- 
sideration in its study. Mr. Arthur E. B. Tanner, former Speaker of the House 
of Representatives of the Connecticut General Assembly, was a member of the 
Commission, and headed a task force assigned to consider the question of Federal 
consent to taxation or grants in lieu of taxes. It is my understanding that the 
full Commission is now reviewing the problem, and that its recommendations 
to the Congress are scheduled to be made by June 1. 

Although the Commission’s recommendations undoubtedly will be of great 
value to the Congress, I am strongly convinced that we should begin focusing 
our attention upon this problem at once, recognize its seriousness, and consider 
all possible solutions. For that reason, I am introducing this bill, which, while 
similar in some respects to S. 2473, recognizes that equitable treatment of the 
States and local governments requires Federal payment of taxes or grants in 
lieu of taxes on other property in addition to that acquired as a result of the 
Korean war. 

Many difficult problems are involved in drafting legislation which will result 
in fair treatment of the States and municipalities while safeguarding legitimate 
Federal interests and avoiding the imposition of too great a burden on the 
Federal Treasury. I do not offer this bill as the final answer, but believe it will 
provide a sound basis from which to start. It is my hope that the bill will be 
in harmony with the recommendations of the Commission on Intergovernmental 
Relations. While the Commission’s report is being awaited, a savings in time 
would be accomplished if this bill and related measures were given intensive 
study by the staffs of the Committee on Government Operations and the appro- 
priate governmental agencies. I hope that such studies will be started at once. 


_ Senator Humpnrey. I want to note that Senator Goldwater’s admin- 
istrative assistant, Mr. Darrell Coover, is here. The Senator would 
have been here this morning, but he was required to be present at an 
important meeting of the Committee on Interior and Insular A ffairs. 
Senator Goldwater is also a very active participant in this study, 
and a cosponsor of S. 1566, along with myself and Senator Kuchel. 
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Virtually all of these bills have the same objective. There are some 
minor differences in scope or proportion of coverage, but they all seek 
to accomplish the same purpose. 

Senator Knowland, Beunter Bender, Senator Schoeppel, and Sen- 
tor Malone each sponsored a bill. They all relate to the impact 
of Federal activities on State and local governments. 

Senator Schoeppel, I know that you want to go to another committee 
meeting. We will be glad to hear from you now. 


STATEMENT OF HON. ANDREW F. SCHOEPPEL, A UNITED STATES 
SENATOR FROM THE STATE OF KANSAS 


Senator Scuorrret. Senator Humphrey and members of the com- 

mittee, first, let me thank you for the opportunity of being with 
you this morning. I am not going to take the time of these other 
witnesses here where I can insert in the record some matters that I 
think will aid us in saving time. 

Senator Humrurey. May I note for the record that Senator Schoep- 

1 was a member of the Commission on Intergovernmental Relations. 

e was also a member of this committee for a number of years. 

Senator Scnorrrer. Let the record also show that the acting chair- 
man did not say that he also was a member of that Intergovernmental 
Relations Commission, and was always there when I was there, and 
sometimes when I was not able to be there. It was a long, laborious, 
and, at times, tedious thing, but I think some help will eventually come 
out of this, along this line, by way of those recommendations. 

I want to say that I introduced §. 3534 which is somewhat along 
the same lines as some of the other bills that are before this committee. 

I took some time, and I went into the matter pretty thoroughly with 
the Joint Committee on Taxation. In the wisdom and Pogenene of 
some, it was thought that in the various and sundry approaches, 
in holding hearings and listening to the Bureau of the Budget, that 
this committee might come up with something which could alleviate 
some of the distressing situations that are before us. 

I just want to take a minute’s time here to reflect how this applies, 
and I know it must be the same in a lot of other places. In December 
of last year I received a letter from a member of the school board in 
Toronto, Kans., in the area adjacent to the Toronto Dam. He says in 
writing to me: 

In 1950 this school district voted bonds of $110,000 to build a new gymnasium. 
This bond levy was placed on all of the taxable property in the district at that 
time. You no doubt are aware of the fact that the Toronto Dam will take a 
good-sized portion of this property out of the tax list. I am not complaining 
of the taxes we will lose on account of this dam, but I am asking about the 
bond levy that was placed on this land at the time of the voting. This bond 
levy, in my opinion, Senator, is just the same as a mortgage on this property, 
and all the land that the Government takes out, just throws that much more of 
a load on the remaining property. Just as an illustration, suppose the Govern- 
ment should take all of this property but 2 farms, would these 2 farms be 
required to pay all of the unpaid bonds at the time the Government seized the 
property, or, supposing the Government should take all of the property in the 
bond-levied district, what then, how about the bond holders, would they be left 


holding the sack? I realize this illustration is a little to the extreme, but it just 
shows what could happen. 
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Now, this is significant. He said: 

I have talked to the engineers at Tulsa concerning this matter and they just 
brush me off with the statement that there is no provision made to take care 
of such matters. I think that the Government should have to pay their share 
of the bond levy on the property they seize just the same as anyone else would 
have to do, and if there are no provisions made to take care of such matters, 
then one should be made. 

As director of the board of education of the Toronto schools, I would like to 
know, Senator, what your opinion is on this matter and if there is anything that 
can be done. Let me hear from you, please. 

Pursuant to that, I took this matter up with the Army engineers, 
with reference to this pertinent project. 

Colonel W. W. Ragland, assistant chief of engineers for real estate, 
wrote me under date of February 20 pointing this thing up. 

He indicates in here that they have absolutely no authority, hence 
the reason for the introduction of this bill. 

This is a bill to provide for payments in lieu of taxes to State au- 
thority with respect to certain real property subject at the time of 
its acquisition by the United States to real-property tax committed 
to the discharge of bonded indebtedness for any public improvement. 

I might explain that the introduction of this bill resulted in part 
from correspondence which I had with a director of the school board 
* Toronto, Kans., which I have just mentioned. I will not go into 
that. 

Senator Humrnrey. May I interrupt, Senator, to say that this is a 
very definite example of injustice and inequity that has to be rectified. 
I can’t imagine that we would want to legislate in this area at all 
without taking into consideration this kind of situation. 

I am delighted that you have placed the bill before us, because I 
think we are getting down now to specifics. 

Senator Scnorrren. This is a specific case, and it has a correspond- 
ing relationship, I am sure, to other and like situations over the coun- 
try, because here is a case that is moving forward, now. It has caused 
a lot of concern down there among the other real estate owners who 
are - and out of the area and wondering if this load is going to fall 
on them, 

And not only that, the school authorities are wondering what is 
going to happen, and other districts which are close to these other 
projects and have bonded indebtedness, they also are beginning to 
get a little inquisitive about what is going to happen here. 

Senator Humpnrey. And with bonding houses you are not sure of 
your security, if all of this land upon which the bonded indebtedness 
rests is sort of collateral, so to speak, for the payment of the bonded 
indebtedness. 

Senator Scuorrren. That is correct. We have got a two-pronged 
effect: First, the payment in lieu of taxes of the land that is taken; 
and second, the land in some type of relationship that has an indebt- 
edness against it by reason of the bond against it. That is the reason 
we drew the bill. 

3 I - grateful to the members for giving us an opportunity to be 
eard. 

Mr. Chairman, I want to express my appreciation for being asked 
to appear before you in support of S. 3534 which I introduced in the 
Senate on March 26. 
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This is a bill to provide for payments in lieu of taxes to State author- 
ities with respect to certain real property subject at the time of its 
acquisition by the United States to real propery tax committed to the 
discharge of bonded indebtedness for any tor improvement. 

I right explain that the introduction of this bill resulted in part 
from correspondence which I had with a director of the school board 
at Toronto, Kans., where the Government has acquired 6,500 acres 
for a dam and reservoir project, and which is part of a 45,360-acre 
school district. 

In 1950 the district issued bonds in the amount of $110,000 for the 
purpose of erecting and equipping school district buildings. These 
remains unpaid $55,000 of the original issue. 

I have been advised that the Government has no authority to assume 
the remaining liability. One wonders what would happen if the 
Government acquired the entire district. Who would pay the 
bonds off ? 

This situation occurs not only in school districts but on other prop- 
erty also where there is outstanding indebtedness. In private busi- 
ness we know that anyone would have to pay off liens before acquir- 
ing title to property. As a matter of fairness, it seems the Govern- 
ment also should be required to make such payment. 

You will note that in 8.'3534 I set December 31, 1954, as a cutoff 
date. This date, of course, is one which your committee could best 
determine. The act itself would take effect after July 1, 1956. 

I feel that all I am asking is that the Government act fairly in trans- 
actions of this type. 

In the Toronto Dam case, the Corps of Army Engineers is being 


criticized for something over which it had no control. The same 
criticism will be directed to other agencies which acquire vee 
e 


on which there is indebtedness unless steps are taken to provide for 
payment out of Federal funds. 

enator Humpurey. I am glad to be able to tell you that this is a 
subject that has been discussed by the staff and the members of the 
committee. 

Senator ScHorrre.. Senator Humplhirey and other members of the 
committee, I want you to know that I shall be happy to cooperate on 
other matters. 

I am looking with interest to the position given by the Bureau of 
the Budget. I have not had time to go over all of it, but I have heard 
enough of it to think that it probably point up a way for an approach. 

Senator Humenrey. Is it your feeling, Senator, that, in legislating 
in this area, if we can get a start which takes into consideration some 
of these very pointed practical situations, such as the one you have 
mentioned here, that would be meritorious ¢ 

Senator Scnonrrge.. I think it would be, because if we let it go 
without any legislative approach to it, I think we are going to run 
into a lot of inequities and work under a lot of hardships. 

I would rather start slowly and expand logically, and constructively, 
than to just say that the problem is so great that we will not move 
into it because it will not be acceptable. 

Senator Humrurey. And you and I know that if we take a full, 
broad sweep, we are apt to run into so many controversies that we 
would end up with nothing: 
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Senator Scnorrre.. That is right, as the Senator well knows. 

Thank you very much. 

Senator Humpnurey. Are there any other of your colleagues here 
who wish to be heard ? 

If not, we are going to ask Mr. Merriam, who is assistant to the 
Director of the Bureau of the Budget, to present the viewpoint of the 
executive branch. 


STATEMENT OF ROBERT E. MERRIAM, ASSISTANT TO THE DIREC- 
TOR, ACCOMPANIED BY I. M. LABOVITZ, ASSISTANT TO THE 
CHIEF OF THE LABOR AND WELFARE DIVISION, BUREAU OF THE 
BUDGET 


Senator Humpnurey. Am I correct in stating, Mr. Merriam, that 
you are pone for the executive branch through the office of the 
Bureau of the Budget ? 

Mr. Merriam. Yes. 

Senator Humpnurey. I want to say that Mr. Merriam has a great 
background of experience in government. We are very fortunate to 
have him here. He served for years on the city council in Chicago, 
and he has been an active participant in local affairs. Although he is 
a member of the executive branch in the Bureau of the Budget, as far 
as local government officials are concerned, I do not know of a better 
representative to testify. 

How many years of experience have you had in local government? 

Mr. Merriam. Eight in the city council. 

Senator Humpurey. I think that a man who has had 8 years at the 
city council level has some appreciation of the problems that local 
government jurisdictions are faced with. 

We are delighted that you are here with us. Please proceed. 

Mr. Merriam. Thank you very much, Mr. Chairman, and gentle- 
men of the committee. 

I have with me Mr. I. M. Labovitz, who is assistant to the Chief of 
the Labor and Welfare Division of the Bureau of the Budget, and 
one of the real experts in this field. Both of us will be available for 
any questions, if you have them. 

Mr. Chairman, I have a statement which goes into the background 
and details of this entire problem, because, as you stated in your open- 
ing remarks, this is really the first time that the executive branch has 
formalized an opinion on this subject. 

However, if it would serve the interests of this committee, I can 
just summarize the background detail and submit that for the record. 

Senator Humpurey. I think it would be well to do that. 

Mr. Merriam. If that would suit your purposes. I know you 
have a number of other matters on your mind. 

(The prepared statement of Robert E. Merriam is as follows :) 


STATEMENT OF Rogpert E. MERRIAM, ASSISTANT TO THE DrkecTorR, BUREAU OF THE 
Bunpeéet, BEFORE THE SENATE COMMITTEE ON GOVERNMENT OPERATIONS, ON BILLS 
To AUTHORIZE PAYMENTS TO STATE AND LOCAL GOVERNMENTS WITH Respecr 
TO CERTAIN FEDERAL PROPERTIES 


Mr. Chairman and members of the committee, I appreciate this opportunity 
to discuss with your committee the issues of policy involved in the several pend- 
ing bills—S. 826, S. 1566, S. 1657, S. 2390, S. 2754, and S. 3534—which would 
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authorize or require Federal agencies to pay to State and local governments 
taxes or amounts in lieu of taxes on the value of federally owner properties. 

I should like to begin with a general review of the issues involved in this 
intricate problem, followed by a suggestion for legislative action. 


BACKGROUND 


Taxation of property on the basis of its value has long been the principal 
source of revenue for most local governments in the United States, although 
it has become only a minor source for the State governments. Despite a very 
widespread trend toward diversification of taxes in recent years, the property 
tax is still the only flexible tax available to many local governments. (See 
appendix. ) 

The National Government from its very beginning has been the largest owner 
of property in the United States. Under the constitutional doctrine that neither 
the National nor the State-local level of government may tax the property and 
activities of the other without its consent, property of the National Government 
historically has been almost entirely beyond the scope of the local taxing power. 

During most of our history this was not a significant problem. Very little 
of the domain held by the National Government had ever been in taxable owner- 
ship. In most of the United States, local governments were organized and ex- 
panded in a historical setting in which real property continually was being 
added to the taxrolls from the tax-exempt public domain. In that period the 
tax exemption of Federal property was simply a basic, accepted fact of the 
environment in which American municipal governments developed. 

The shift to taxable ownership was virtually completed several decades ago, 
althouch, of course, piecemeal transfers have continued. But more recently a 
movement in the opposite direction gradually became evident. During the last 
20 years, the National Government made important additions to its property 
holdings, particularly in the necessary expansion of Government operations 
associated with World War II, the development of atomic energy, and the defense 
build-up brought about by the Korean conflict and the worldwide threat of 
communism. In the process, the National Government acquired ownership of 
substantial properties that were formerly on the tax rolls of local governments. 
In this period, for the first time, the tax-exemption of Federal property became 
a matter of widespread concern for local governments. 

The extent of present Federal holdings of real property has been measured 
in reports published as Senate documents of the present Congress, designed to 
provide a complete inventory to facilitate the efforts of the Congress and the 
executive branch to evaluate the need for retaining or disposing of properties 
and to improve property accounting and management. As the latest report 
points out, one of the main objectives of this inventory is to promote the dis- 

- position of property not essential to Government operations and thereby to 
facilitate return of as much property as possible to the local tax rolls. 

With the help of the comprehensive inventory, the Bureau of the Budget and 
other executive branch agencies have been making an intensive review of the 
real property holdings (other than public domain) of each Federal agency. The 
aim is to identify and declare excess all parcels not needed by the National 
Government. As a result, more than 500 properties were declared excess in the 
fiscal year 1955, nearly twice as many as in the fiscal year. 1953, and the trend 
this year is still higher. We have been engaged, also, in a review of those com- 
mercial and industrial type activities, conducted by the Government, that provide 
services or products for its own use which could be procured from private enter- 
prise through ordinary business channels. As these efforts proceed, they should 
help to reduce the impact of Federal property ownership on the finances of local 
——s because more and more parcels will be returned to taxable owner- 

ip. 

The latest real property inventory, Senate Document 100 of this session, 
comprises 11,777 installations reported by 22 Federal agencies. These properties 
represented a total acquisition cost for land, buildings, structures, and facilities 
of $32.5 billion. This estimate of cost does not include public domain; historical 
sites acquired otherwise than by purchase; lands reserved or withdrawn from 
public domain for national parks, national forests, and other conservation uses; 
and properties held in trust. 

The $32.5 billion, of course, represents an accumulation of costs at different 
times, so that it is not a sure index of current values. The total includes 
$14.5 billion for buildings, of which $3.4 billion is classified as industrial build- 
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ings, defined as those specifically designed and used primarily for production, 
manufacturing, or developmental purposes. Since industrial buildings as a 
class most nearly resemble the types of private property which constitute a large 
portion of the local property tax base, this category of Federal properties is 
especially relevant to proposals for payments in lieu of taxes. 

Among the 16 Federal agencies reporting such properties, 2 agencies—the 
Department of Defense and the Atomic Energy Commission—account for 86 
percent of the total of industrial buildings in terms of cost. The General Serv- 
ices Administration reports less than 5 percent. Thirteen other agencies have 
less than 10 percent of the total. This group includes extensive research lab- 
oratories and testing facilities which would not be within the “industrial” 
category as defined in pending bills on payments in lieu of taxes. 


EARLIER PROPOSALS 


With Federal property ownership attaining such magnitude, it is understand- 
able that local governments have been urging legislation—especially in recent 
years—to inaugurate a broad system of payments in lieu of property taxes and 
to authorize special assessments on certain types of Federal properties. They 
have contended that the National Government, directly or through contractors, 
has taken much valuable real estate and personal property off their property 
tax rolls, thereby reducing their financial resources at a time when the ex- 
pansion was bringing new service problems for many local governments. Com- 
munities and areas selected for Federal installations have felt an impact of 
varying intensity which has affected in varying degrees their ability to render 
municipal services to those persons who have been added or attracted to the 
community by the Federal activities. 

In 1953, the President, in disapproving a bill to authorize payment of a 
special assessment levied at Lowry Air Force Base, observed that the Congress, 
on various occasions, had considered bills proposing to grant general consent 
for the levy of special assessments for local improvements beneficial to Federal 
Government property. He pointed out that such legislation had never been 
enacted because it involved a modification of a long-established principle. The 
same observation applies to bills proposing consent to taxation or authority to 
make payments in lieu of taxes with respect to Federal property generally. In 
his statement, the President announced that the Commission on Intergovern- 
mental Relations, which had just been authorized, would be asked to consider 
the many difficult problems which arise in this field of intergovernmental tax 
immunities. 

As you know, the Commission on Intergovernmental Relations, reporting last 
June, made the following observations on this subject: 

“One aspect ef the tax relations among governments requiring urgent atten- 
tion is the immunity of the National Government from State and local taxation 
and the immunity of State and local governments from Federal taxation. In this 
area, the problem of greatest concern to local governments is the tax status of 
Federal property. The immunity of federally owned property from State and 
local ad valorem taxation has reduced the tax base of many communities which 
rely on property taxes as their chief source of revenue. The impact of this im- 
munity is uneven; it is particularly severe in areas where the value of Federal 
property is a large part of total property values.” 

The Commission pointed out that at present the National Government's pay- 
ments to local governments on its property holdings vary widely. “It pays taxes 
on some, like amy other property owner; on others, it makes payments in lieu of 
taxes; and on still others, a percentage of revenues from Federal operation of 
the property is paid to State and local units. In many cases there is no payment 
at all.” 

The Commission recommended inauguration of a broad system of payments in 
lieu of property taxes to State and local governments, specifying commercial and 
industrial properties as the most important category on which such payments 
should be made. It also recommended that special assessment payments and 
transitional payments in lieu of taxes should be made in certain cases. 


FACTORS AFFECTING POLICY 


In considering this recommendation by the Commission and the several perti- 
nent bills pending in the Congress, the individual Federal agencies and the Bureau 
of the Budget have been guided by the President's deep concern for strengthening 
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State and local governments and improving National-State-local relations in every 
way possible. It must be recognized that the problem of tax immunities is but 
one of the many complicated problems in this important area. 

The President, in a statement to which I referred earlier, observed that the 
constitutional immunity of the National Government from State and local taxa- 
tion and the reciprocal constitutional immunity of State and local governments 
from Federal taxation, express a long-established principle of law and policy in 
our Federal system of government. As the President said, “A breach of one im- 
munity could weaken the other.” Obviously, therefore, the question of modify- 
ing this long-established policy should be decided broadly and deliberately, with 
due consideration of the implications for policy in related fields. 

A strictly logical approach might suggest that any adjustments in intergovern- 
mental tax immunities should be on a reciprocal basis, with concessions by 
both the National Government and the States and their local governments. 
This, however, does not appear to be feasible at this time. Nevertheless, the 
National Government has undertaken to make payments in lieu of taxes on certain 
properties formerly held by Government-owned corporations; it has made tax- 
payments in certain circumstances; it has shared with State and local govern- 
ments the revenues derived from specified Federal properties ; and it has provided 
large grants-in-aid for the construction and operation of public schools in areas 
especially affected by Federal activities. These measures are specifically or 
primarily related to the tax immunity of Federal properties and activities. They 
do not include the more than $3 billion a year of Federal expenditure for a 
variety of aids to State and local governments which are not specifically and 
directly related to the question of tax immunities. 

With all the problems they introduce, Federal installations generally are not 
an unmixed burden upon local communities. Often the community gains much 
more economically and in other ways than it loses in potential revenues from 
formerly taxable real property. Where there is a real loss in local tax yields, 
often it is made up indirectly in State sales and income tax revenues and other 
benefits. In such circumstances, the adjustments occasioned by special impacts 
on local finance may be fiscally, as well as legally, an appropriate subject of 
State legislative action. Admittedly the benefits which a Federal establishment 
may bestow upon a community, like the burdens, are not subject to a precise 
and specific test, but it may be suggested, at the least, that these benefits be 
weighed in considering proposals for payments in lieu of taxes. 

Against this background of history and constitutional principle, and the in- 
tricate mixture of benefits and burdens, the hesitancy of the Congress and the 
executive branch to undertake a serious modification of existing tax immunities 
is certainly understandable. In all likelihood, any substantial measure in- 
augurated at this time would be irreversible. 

In dealing with this problem, we have been mindful also of the President’s 
concern that the extent of any continuing commitment for Federal outlays be 
defined in advance, and that any necessary commitment be held within reason- 
able financial bounds. This certainly does not mean that we think the Federal 
budget should be balanced at the expense of local governments, or that local 
taxpayers should bear costs that are properly the burden of the Federal tax- 
payers. However, we must avoid covering into the budget those costs for which 
there is no special or preferential claim upon the National Government. In fact, 
it has been observed that if the properties of the National Government were 
uniformly distributed among local taxing jurisdictions, there would be no com- 
pelling need to consider making payments in lieu of taxes. 

Closely related to these questions is the necessity for minimizing the possible 
influence of extraneous factors upon the selection of the most efficient sites for 
necessary Federal establishments and activities. 

In summary, the situation appears to be one in which accommodation should 
be sought for the genuine, pressing needs of particular local governments—an 
accommodation which should further lessen the severity of the Federal tax 
immunity as a factor affecting local finance, while avoiding a major breach of 
existing immunities and incorporating adequate safeguards against unneces- 
sary or excessive Federal payments. Such an adjustment should strengthen 
local government and further improve National-State-local relations. 


DEMONSTRABLE HARDSHIP AS A TEST 


The basic principle of an appropriate system of payments must be that, in the 
particular taxing jurisdictions, there is a demonstrable hardship caused by 
recent removal of Federal properties from the tax rolls, and that the hardship 
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is of such depth and importance that special Federal financial assistance is 
warranted even though this will add to the cost of operating the Federal 
installation. - 

The complementary criteria of relieving local hardship and avoiding undue 
Federal payments suggest a case-by-case examination to determine the situa- 
tion in individual jurisdictions, to balance revenue losses against effects on local 
expenditures, and to limit Federal payments to communities which can demon- 
strate a significant hardship attributable to the recent removal of property from 
the tax rolls by Federal acquisition. But a case-by-case examination of this 
scope and depth would be extremely costly and would involve subjective judg- 
ments which would introduce frictions and controversies of the kind we seek 
to minimize in our federally organized system of government. 

Cost figures in the real-estate inventory indicate only in the most general 
magnitudes the potential liability which might be incurred by the National 
Government under a comprehensive system of payments in lieu of property 
taxes. This is partly because the inventories are based primarily on con- 
temporary costs of acquisition. The assessed values of property, on which 
taxes are levied, differ widely in their relation to true or market values, but in 
any event the original cost of acquisition is only one of the factors considered 
and often it is a minor factor. In assessing private property for taxation, 
assessors commonly give weight to such diverse influences as current and 
prospective income yields, market inflation or deflation, the physical deprecia- 
tion or obsolescence of improvements, and local assessment customs and usage, 
as well as the varying provisions of the State or local laws. 

In this connection, it has been pointed out to us that a comprehensive system 
of payments adjusted to local tax practices would require individual examina- 
tion, in the category of industrial real property of the Air Force alone, of prop- 
erties in 51 different places which cost more than $600 million. The investiga- 
tion would involve more than 51 local taxing jurisdictions, and it would be 
affected by the variations in tax laws and regulations as well as by the diversity 
of the properties themselves. 

In commenting during the last few years on various proposals for piecemeal 
legislation relating to payments on account of Federal property, the Bureau of 
the Budget has opposed such legislation on the ground that it creates new 
inequities, and has instead urged the enactment of legislation, governmentwide 
in application and permanent in form, to guide the payment of taxes or sums in 
lieu of taxes on Federal properties. 

At the same time, it has become apparent, as a result of our continued consid- 
eration of this question, that the inauguration of any policy of payments must 
be undertaken with the utmost caution, not only because of the broad implica- 
tions which I mentioned earlier, but also because of the special difficulties 
inherent in this particular problem. If we propose general and objective stand- 
ards designed to avoid a detailed examination of the situation in each community 
affected by Federal acquisitions of property, we run the risk that we may make 
the standards too tight, thus excluding meritorious claims, or we may make them 
so loose that unwarranted or excessive payments will be made and undue expecta- 
tions will be established, There is no simple formula or solution. 


SUGGESTED LEGISLATION 


Very careful consideration has been given by the administration to the various 
legislative proposals in this area of national-State-local cooperation. The mag- 
nitude of the problem has led us to conclude that a limited and careful start 
should be made, through suitable legislation, toward making payments where 
communities demonstrate financial distress because of revenue loss direetly 
attributable to the removal of taxable real property from the tax rolls as a result 
of Federal acquisition. 

It seems to us that such legislation, if it is to achieve a proper balance between 
a fair payment to the recipient local government and a fair charge to the National 
Government, should include (1) a limited designation of the kinds of acquired 
Federal properties which may be the subject of payments, (2) precise definitions 
of eligibility for particular categories of property, and (3) rules for charging for 
special services rendered to the National Government and crediting special ben- 
efits conferred by the National Government. With such an approach, it should 
be possible to define and to control the policy commitment and the resulting 
financial obligation of the National Government, in those cases where a substan- 
tial impairment of the finances of the local government is directly attributable 
to the removal of property from the tax base as a result of Federal acquisition. 
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Accordingly, we recommend that legislation be enacted now to provide the 
authority and mechanism for payments, during a period of 4 or 5 years, in cases 
of demonstrable hardship involving the recent removal of real estate from the 
tax rolls by reason of its acquisition by the National Government for industria] 
or commercial purposes; and including provision that during that period there 
shall be detailed field studies of specific local situations. We believe that addi- 
tional legislation should await a reasonable period in which to acquire experience 
in administering this limited policy. 

The legislation establishing this policy should embody the following features 
and limitations: 

It should provide for payments with respect to industrial and commercial 
real estate taken off the property tax rolls through acquisition by the Na- 
tional Government after July 1, 1950, and in the future. 

It should limit the payments to cases involving demonstrable hardship 
upon particular taxing jurisdictions. Such cases might be defined as those 
where it can be established that the Federal acquisitions and improvements 
and directly related activities either (a) have actually increased the volume 
of services necessarily rendered or the level of expenditures necessarily 
maintained by the taxing jurisdiction without giving rise to a commensurate 
increase in revenue resources available to the taxing jurisdiction, or 
(b) have not brought about a reduction in the necessary volume of services 
or level of expenditures commensurate with the reduction in revenue re- 
sources which has occurred. It would be pertinent to consider whether there 
has been an unreasonable increase in the tax burden of other taxpayers, a 
substantial diminution in the amount of real property in the tax base, or an 
overloading of municipal facilities and services. Also, in this connection, it 
would be appropriate to consider what weight should be given, if any, to 
general economic benefits conferred on the community by the Federal estab- 
lishment and to the possibility of State action to assist the local govern- 
ments in making necessary fiscal readjustments. 

The legislation should limit the initial authorization to a period of 4 or 5 
years, without commitment to continue payments beyond that time. 

It should authorize a Federal administrative board or agency to establish 
standards and rules, consistent with the policy and objectives of the legisla- 
tion, for deciding eligibility and determining the amount of each payment, 
and to receive and pass upon the applications of affected local governments 
without judicial review of the administrative determinations. Because the 
assignment may relate to the properties and operations of more than one 
agency in any particular community, and the determinations would be quasi- 
judicial in character, we suggest creation of a special Federal board, prefer- 
ably attached for housekeeping purposes to the General Services Administra- 
tion. As an adjunct to any administrative arrangements that might be pro- 
vided by law, it would be the intention of the administration to establish an 
advisory committee representing State and local governments to work in 
conjunction with an interagency advisory council of the Federal agencies 
owning substantial quantities of real estate. 

The legislation should authorize the administrative board or agency to 
begin at once on-site examinations of special local situations involving the 
tax immunity of Federal property, as well as the general problem of such tax 
immunity, and to submit to the President for transmittal to the Congress an 
annual account of operations under the act, together with its recommenda- 
tions. 

Your committee may wish to consider including in such legislation a provision 
relating to payments with respect to the Federal interest in property which has 
been leased or sold conditionally to private parties. In such properties the 
Government is simply the landlord for a tenant whose use of the property in 
itself would not render it tax-exempt, or the Government merely retains title 
until a purchaser has completed payments under a contract. The former Recon- 
struction Finance Corporation properties now subject to payments in lieu of 
taxes under Public Law 388, enacted last year, include a number of cases of this 
kind. However, various other parcels are excluded because they were not ac- 
quired through the RFC. We would suggest that the administrative board or 
agency be given authority to determine whether there is a significant gap in 
existing authority for payments on account of properties leased or sold condi- 
tionally and, if it so decides, to take appropriate action to provide a uniform 
policy of payments in lieu of taxes on such properties. 
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Similarly, your committee may wish to consider whether it would be desir- 
able to include in such legislation a grant of consent to nondiscriminatory levies 
of special assessments on Federal properties. Pending a decision on long-term 
policy, it may be that any payments authorized in this connection should also 
be on an in-lieu basis or at the option of the property-owning agency. In any 
event, the National Government should not be expected to make payments on 
account of local improvements outside urban or suburban areas, and should pay 
such assessments only if non-Federal property also is included in the particular 
improvement district. 


ESTIMATES OF COSTS TO THE FEDERAL GOVERN MENT 


As your committee is aware, the preparation of reliable cost estimates relating 
to proposals for payments in lieu of taxes on account of Federal properties is 
exceedingly difficult. Many variables and factors of uncertainty are involved, 
a fow of which I have already mentioned. These factors include State and local 
property tax laws and methods; local assessment practices and tax rates in the 
particular jurisdictions which contain eligible Federal properties; differences 
among communities in the services rendered on behalf of Federal properties and 
local services received from Federal establishments ; and uncertainties about the 
current value (as distinguished from the accumulated cost) of those properties 
which might be the subject of payment under any particular proposal. 

Previous rough estimates for some of the bills pending before your commit- 
tee have indicated that the resulting additional national budget expenditures 
might range from 205 to 250 million dollars a year, based on property holdings in 
1953. With the present budgetary outlook, and, as pointed out earlier, the very 
large Federal aid expenditures already heing made, we cannot support—and we 
are confident the Congress does not wish to undertake—a commitment of such 
great magnitude in the absence of clear and compelling evidence that it is fully 
required to restore equity and achieve justice. The proposal which I have out- 
lined would entail a very limited addition to present Federal expenditures. At 
the same time, this recommendation would assure payment for those cases 
where there is demonstrable financial hardship. 


CONCLUSION 


Admittedly, as evidenced by the many years with which various administra- 
tions and Congresses have wrestled with this problem, there are no easy answers 
in this area. Like many of you, I have served as a local official and am sympa- 
thetic to the sometimes desperate needs of some communities for more adequate 
revenue resources. That some of the inequities which have arisen are caused by 
spotty Federal practices must be apparent to anyone who has studied the 
problem. 

And yet, all of us also agree, I am sure, that many of the problems of State and 
local governments can more readily be solved at home than here in Washington. 
As we see it, the program we are suggesting today has two principal merits; 

(1) The National Government would directly recognize that real hard- 
ship sometimes is caused because of the action of the National Government 
in the process of acquiring property in some local communities. 

(2) The admittedly experimental beginnings of a specific national pro- 
gram to recognize this fact will give us experience and wisdom in this most 
complex field ; the experience so gained should—or at least could—insure that 
long-range proposals will be based on a solid foundation of fact and knowl- 
edge 


ge. 

It is our hope that this Congress can and will reach agreement on some such 
program for national assistance to communities which, through no fault of their 
own, have been financially hampered by recent National Government action. 
All of this should take place, we believe, within the traditional, zealously guarded 
separation of State and local from National Government activities. Our Federal 
system of divided powers is a two-way channel, in the navigation of which both 
the National Government and the State-local governments must be ever conscious 
of their own responsibilities. 
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APPENDIX 


Property taves as a source of State and local government revenue 


{Amounts in millions] 





Category 





Local governments: 
Property taxes ti $9, 010 
Other local revenues !___- ; 6, 313 
Revenue from Federal Government 


i 
| 





Trail, Donel POV eTUIOER oasis 5 eee dink crab send ensenn<-e | ; 15, 623 





State governments: 
Property taxes 82 365 
Other State revenues ! : | 14, 853 

: | 3 | 2, 570 


Total, State governments_.............-.-..-..--..-.--. | 2, 4 17, 788 
eg SR OU MO ns nnn arosonpiuncepscesssees ; 7, 88 33, 411 


.ocal revenue 


Property taxes as a percentage of: Percent Percent 
State revenue 





! Excludes intergovernmental transfers between State and local governments. 


Source: Derived from U. S. Bureau of Census, Historical Statistics on State and Local Government 
Finances, 1902-1953 (1955). 





Senator Humpnrey. The junior Senator from California, Mr. 
Kuchel, has just come in. We will continue with Mr. Merriam follow- 
ing Senator Kuchel’s testimony. 


STATEMENT OF HON. THOMAS H. KUCHEL, A UNITED STATES 
SENATOR FROM THE STATE OF CALIFORNIA 


Senator Kucuen. Mr. Chairman, the statement which I made last 
July at the meeting that you called represents my views today. 

I must say that I am sorry I have not had an opportunity to talk 
be Mr. Merriam. That is because of my busy hours, as yours have 

n. 

What I would like to do would be to listen to what the Budget 
Bureau has to say. My interest in this problem, like yours, has run 
over a long period of time. There is no need for me to reiterate the 
statistical data of the situation in California, which has been of serious 
proportions, particularly in some of our metropolitan areas. 

For that reason I am most urgently interested in the successful con- 
clusion of these hearings, and for congressional action this year. 

As you well know, the Congress has grappled with this problem 
over the last many con ional sessions. tT think the late Robert 
Taft, as one on my side of the aisle, was interested inthe problem. And 
you certainly have been interested, not alone during your senatorial 
years, but while you were mayor of one of our pieet municipalities. 

I would like, if I could, to get a little bit of the sense of the Bud 
Bureau’s suggestion. I then might have some comment I would lke 
to make.* 


2A resolution of the council of the city of Los Angeles adopted April 18, 1956, urging 
appearances by Senators Kuchel and Knowland appears on p. 396. 
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Senator Humeurey. I want to thank you, Senator Kuchel. And I 
want to have the record show that I know of no member of the Senate 
who has been more determined and more interested and dedicated to a 
solution of this problem than the junior Senator from California, 

Your testimony last July was very complete, and I am sure it was 
of great help to the committee. As you know, it was all reported in 
the hearings, and it furnished us with pertinent information such as 
we have had here from Senator Bush and Senator Schoeppel, relatin. 
to specific situations. I think that is the important thing we nee 
to have. 





STATEMENT OF ROBERT E. MERRIAM—Resumed 


Mr. Merriam. Let me just summarize very briefly the highlights 
of the introductory part of this statement, if I may, by stating first 
of all that aa taxes as of 1953 still represented approximately 
58 percent of all the revenues of local government. While this is a 
reduction from the turn of the century, it is obviously a very sub- 
stantial portion of local revenues. 

I want to say, secondly, that I think in the last 20 years we have 
emerged into a new period as far as State, local, and national rela- 
tionships in this field are concerned. 

But actually, of course, when this country gained its independence, 
the National Government was, as it still is, the largest single prop- 
erty owner. During a long period of history, the process was one of 
the disposal of the National Government’s holdings through various 
means with which you are all familiar. But during the last 20 years, 
we have to note that the National Government has paid for additions 
to its property holdings incident to the operations associated with 
World War II, the Korean conflict, the development of atomic energy, 
and the present world-wide threat of communism. So that we are 
for the first time, really, in the last several decades, finding ourselves 
in a position where the National Government is acquiring ownership 
of substantial properties that were formerly on the tax rolls of local 
government. This, of course, creates a new dimension to the problem 
of intergovernmental relations. 

I would like to say also that, conscious of this problem, we in the 
executive branch, particularly in the last several years, have been 
analyzing two aspects of this problem which are interrelated and 
certainly connected to our present consideration. 

One is the problem of Siepoting of as much surplus real property 
as we possibly can. 

I might say, Mr. Chairman and members of the committee, that as 
a result of activity of the Bureau of the Budget in connection with 
other agencies, we have in the last fiscal year doubled the number of 
properties that have been returned to the tax rolls. And the surplus 
real-property inventory which we have been making will be sub- 
mitted in a report to the Congress, probably by the end of June, which 
I think may have an interesting bearing on the broad aspect of getting 
rid of surplus property and returning it to a tax status. 

And, of course, we have been attempting wherever possible to 
review commercial and industrial type activities which have-been 
conducted by the Government in the lies that we can find categories 



















336 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


which no longer need be conducted by the Government, and therefore 
also can be sold and returned to private ownership. 

I don’t think it is necessary at this point to trace the history of 
peers in lieu of taxes and various activities of this committee, 

ut I would like to mention just one particular aspect. 

In 1953 there was placed before the President a bill to authorize 
the payment of a special assessment which was levied at Lowry Air 
Force Base. And in his disapproval of that bill, the President pointed 
out that general legislation Pe these lines had never been enacted 
because it involved a modification of a long-established principle of 
mutual exemption from taxation by the various governmental units. 

He pointed out that the Commission on Intergovernmental Rela- 
tions—of which you, Mr. Chairman, were a very active and important 
member—had just at that time been authorized, and he urged that any 
activity in this field be based upon general considerations rather than 
a specific case such as that involving the Lowry Air Base. 

When the Commission on Intergovernmental Relations report came 
out, I think probably their most important comment was the follow- 
ing, and I quote: 


One aspect of the tax relations among governments requiring urgent attention 
is the immunity of the National Government from State and local taxation and 
the immunity of State and local governments from Federal taxation. In this 
area, the problem of greatest concern to local governments is the tax status of 
Federal property. The immunity of federally owned property from State and 
local ad valorem taxation has reduced the tax base of many communities which 
rely on property taxes as their chief source of revenue. The impact of this 
immunity is uneven ; it is particularly severe in areas where the value of Federal 
property is a large part of total property values. 

The Commission pointed out that at present the National Govern- 
ment’s payments to local governments on its property holdings vary 
widely. 

It pays taxes on some, like any other property owner; on others, it makes 
payments in lieu of taxes; and on still others, a percentage of revenues from 
Federal operation of the property is paid to State and local units. In many 
eases there is no payment at all. 

Senator Humpurey. May I say at this point, Mr. Merriam, the 
two paragraphs to which you have referred, from the Commission’s 
report, really crystallize the problem and constitute a succinct, concise 
statement of it. 

Mr. Merriam. I think that is certainly right, Mr. Chairman. And 
may I say that the task force of the Commission, of which you were 
also a member, along with Mr. Tanner of Senator Bush’s State, did 
a fine job in crystallizing these problems and pointing out a suggested 
line of approach. ; | 

Now, I am going to run over again just briefly some factors which 
we think might affect a policy, and summarize them. We have to 
recognize the fact that there are many different factors involved in 
any consideration of this problem, and that it is not a one-sided affair. 

For example, the National Government has undertaken to make 


ayments in lieu of taxes on certain properties which were formerly 
held by Government-owned corporations. 

We also know that in some communities where there have been Gov- 
ernment property holdings for a long time adjustments have been 
made in the tax base so that the inequities, or, at least, the hardships, 
have disappeared. And I think in all candor we have to recognize 





oS ew Pee he 





the fact that some communities, having gone out and tried very des- 
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perately to get a governmental installation in their communities, have 
then turned around and asked that payments be made for the installa- 
tions which they tried very hard to get. 

Senator Corron. May | interrupt ? 

Mr. Merrram. Yes, sir. 

Senator Corrox. Could you readily, without trespassing on your 
time, give us one example of a type of Government installation ‘that 
actually pays taxes, and the type of one that pays something in lieu 
of taxes, and the type of one that does not pay? If that is difficult 
to do, just forget it and put it in later. 

Mr. Merriam. With respect. to direct taxation, Reconstruction 
Finance Corporation properties did pay taxes; but when these prop- 
erties were transferred to the Treasury Department for liquidation, 
they came under another jurisdiction and the payment stopped. Here 
there was such an obvious inequity that the Congress last year enacted 
Public Law 388, which did provide for continuation of those tax 
payments. 

You have another category in the public housing projects which 
make payments in lieu of taxes at the present time. I think those 
are two of the major groups, if that answers the question you had. 

Senator Corron. Yes. 

Senator Humpurey. You may recall, Mr. Merriam, in our recent 
discussion of these matters that I suggested it would be well if the 
Bureau of the Budget could give us a rather comprehensive statement 
of the amounts that are paid now by the Government in taxes or in lieu 
of taxes, also describing in some detail the variety of properties 
involved. I think this would be helpful for the record. 

We don’t expect it now, of course. You may file it at your con- 
venience. 

Mr. Merrtam. We would be very glad to do that. Wedon’t have it 
readily available; but if we are able to submit it for the committee, 
we will do so. 

Senator Kennepy. Mr. Chairman, would that include the state- 
ments on school contributions that the Government makes to local 
communities to pay for schools? 

Mr. Merriam. Foal the affected areas; I assume that is what you 
are talking about, isn’t it? 

Senator Kennepy. Yes. The point I would like to make—and I 
think you have touched on it here—is that when we look at the equities 
and the problems of hardship, I think we should look at the total 
picture. 

While unquestionably there are areas of real hardship, we also 
have to recognize the fact that there are other kinds of Federal pay- 
ments and benefits going to communities which ought to be consid- 
ered in looking at the overall picture. 

(The information requested is as follows :) 


FEDERAL PAYMENTS TO STATE AND LOCAL GOVERNMENTS FOR THE Fiscat YEAR 
1955 as TAxEes, PAYMENTS IN Liev or TAxESs, AND OrHEeR RELATED PAYMENTS 
ON ACCOUNT oF FEDERAL GOVERNMENT PROPERTY 


A tabulation of amounts paid for taxes and in lieu of taxes and other related 
payments on account of federally owned property for the latest complete fiscal 
period was requested of the Bureau of the Budget by Senator Humphrey at 
hearings of the Senate Government Operations Committee held April 19—20, 
1956. . The following table covers the fiscal year 1955. 
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Payments to State and local governments for reasons associated primarily 
with Federal ownership of properties totalled more than $275 million for the 
fiscal year. Some of these payments—particularly those for schools and for 
revenue-sharing—are included in the aggregate of $3,124 million of Federal 
aid paid to State and local governments in the fiscal year (shown in detail 
in the budget for 1957, pp. 1145-1150), but most of the Federal aid was in the 
form of grants to support State or locally administered programs. Since these 
grants are not directly related to the ownership of property by the Federal 
Government or its instrumentalities, they are omitted from the accompanying 
table. 

The scope and limitations of the categories shown in the table are as follows: 

Payments of property tares.—Federal statutes cited in this section of the 
title provide for payments of actual taxes, the same as would be charged against 
private owners, in the case of some properties owned by the Federal Govern- 
ment or its instrumentalities. In several of the programs, these payments 
relate to properties acquired through foreclosures or other proceedings arising 
out of defaults by borrowers on loans made or guaranteed by the Government. 
Such properties would ordinarily be held by a Federal agency only temporarily, 
pending redemption by the borrower or sale to others. The absence of pay- 
ments in connection with any particular program ordinarily indicates that the 
Federal Government held no properties which might be subject to taxation. 

The table omits some tax payments which may have been made by Government 
agencies in a fiduciary or other special capacity. For example, two business 
corporations in which the Government owns stock through the Alien Property 
Custodian, Department of Justice, paid $484,343 in State and local taxes in 
1955; a group of businesses operated by the Office of the Alien Property Cus- 
todian paid $29,019 in State and local taxes of all kinds; and other companies 
paid substantial sums under similar circumstances. These are not counted as 
Federal payments in the table. 

Payments in lieu of tawes—Some Federal laws specify that payments shall 
be made to State and local governments in lieu of the ad valorem or other 
taxes that would be levied if the property were in private ownership. This is 
true of federally owned rental housing, property previously taxed when owned 
by the Reconstruction Finance Corporation, properties taken off local tax rolls 
by the Tennessee Valley Authority, and certain public lands in the West. Some 
of the payments are measured by a percentage of revenues; in the case of TVA, 
for example, 5 percent of gross power proceeds is reserved for payments in lieu 
of taxes. The distinction between payments in lieu of taxes and revenue- 
sharing is, therefore, somewhat uncertain, and the classification of any item 
in one category or the other turns largely on the emphasis indicated in the 
statute. 

The Reconstruction Finance Corporation paid taxes on all its real property, 
but the bulk of these properties have been sold by the Government and are 
taxable to the private owners. Those RFC properties transferred to non- 
taxable Government agencies since January 1, 1946, are subject to payments in 
lieu of taxes under Public Law 388 of the 84th Congress, approved August 12, 
1955. Payments on these properties for the calendar year 1955 are being made 
during the present fiscal year. 

The payments in lieu of taxes reported for the Atomic Energy Commission 
represent only the amount paid on account of the Argonne National Laboratory 
in Illinois. It does not include the substantial expenditures of the AEC for 
operation of community services and the construction of municipal facilities 
at Oak Ridge, Richland, Los Alamos, and other locations where the Commis- 
sion provides local governmental services. The expenditures of various other 
agencies in providing local governmental services and capital facilities at their 
establishments are likewise omitted. 

Revenue sharing.—A portion of the proceeds from the sale of certain Federal 
property, products, and services is paid to State and local governments as a 
shared revenue. To the extent that such payments arise out of Federal prop- 
erty ownership, they are included in the table. Omitted are payments of shared 
revenues of more than $18 million in fiscal 1955 from excise taxes on firearms 
and fishing rods, and the proceeds from the sale of wildlife refuge products 
and privileges. 

Other related payments.—The table includes payments to. assist local school 
districts in building and operating schools. The largest volume of these pay- 
ments is to districts especially affected by Federal activities. The table includes 
also payments for Indian children attending public schools off the reservations, 
and tuition payments out of the revenues of Yellowstone National Park. 
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Mr. Merriam. In analyzing all of these various factors Mr. Chair- 
man, we came up with the following conclusions. 

Very careful consideration has been given by the administration 
to the various legislative proposals in this area of National-State- 
local cooperation. The magnitude of the problem has led us to 
conclude that a limited and careful start should be made, through 
suitable legislation, toward making payments where communities 
demonstrate financial distress because of revenue loss directly attribu- 
table to the removal of taxable real property from the tax rolls as a 
result of Federal acquisition. 

It seems to us that such legislation, if it is to achieve a proper 
balance between a fair payment to the recipient local government and 
a fair charge to the National Government, should include— 

1. A limited designation of the kind of acquired Federal properties 
which may be the subject of payments ; 

2. Precise definitions of eligibility for particular categories of 
property ; and 

3. Rules for charging for special services rendered by the National 
Government and crediting special benefits conferred by the National 
Government. 

With such an approach, it should be possible to define and to control 
the policy commitment and the resulting financial obligation of the 
National Government, in those cases where a substantial impairment 
of the Finances of the local government is directly attributable to the 
removal of property from the tax base as a result of Federal acquisi- 
tion. 

Accordingly, we recommend that legislation be enacted now to 
provide the authority and mechanism for payments, during a period 
of 4 or 5 years, in cases of demonstrable hardship involving the recent 
removal of real estate from the tax rolls by reasons of its acquisition 
by the National Government for industrial or commercial purposes, 
and including provision that during that period there shall be detailed 
field studies of specific local situations, 

We believe that additional legislation should await a reasonable 
period in which to acquire experience in administering this limited 

licy. 

P The legislation establishing this policy should embody the follow- 
ing features and limitations: 

It should provide for payments with respect to industrial and 
commercial real estate taken off the property tax rolls through 
—" by the National Government after July 1, 1950, and in the 
uture. 

It should limit the payments to cases involving demonstrable hard- 
ships upon particular taxing jurisdictions. Such cases might be de- 
fined as those where it can be established that the Federal acquisitions 
and improvements and directly related activities either (a) have 
actually increased the volume of services necessarily rendered or the 
level of expenditures necessarily maintained by the taxing jurisdic- 
tion without giving rise to a commensurate increase in revenue re- 
sources available to the taxing jurisdiction, or (6) have not brought 
about a reduction in the necessary volume of services or level of 
expenditures commensurate with the reduction in revenue resources 
which has occurred. 
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It would be pertinent to consider whether there has been an unrea- 
sonable increase in the tax burden of other taxpayers, a substantial 
diminution in the amount of real property in the tax base, or an over- 
loading of municipal facilities and services. 

Also, in this connection, it would be appropriate to consider what 
weight should be given, if any, to general economic benefits conferred 
on the community by the Federal Establishment and to the possibility 
of State action to assist the local governments in making necessary 
fiscal readjustments. 

The legislation should limit the initial authorization to a period 
of 4 or 5 years, without commitment to continue payments beyond 
that time. 

It should authorize a Federal administrative board or agency to 
establish standards and rules, consistent with the policy and objectives 
of the legislation, for deciding eligibility and determining the amount 
of each payment, and to receive and pass upon the applications of 
affected local governments without judicial review of the adminis- 
trative determinations. 

Because the assignment may relate to the properties and operations 
of more than one agency in any particular community, and the de- 
terminations would be quasi-judicial in character, we suggest crea- 
tion of a special Federal board, preferably attached for housekeep- 
ing purposes to the General Services Administration. 

As an adjunct to any administr:cive arrangements that might be 
provided by law, it would be the intention of the administration to 
establish an advisory committee representing State and local govern- 
ments to work in conjunction with an interagency advisory council of 
the Federal agencies owning substantial quantities of real estate. 

The legislation, we think, should authorize the administrative board 
or agency to begin at once onsite examinations of special local situa- 
tions involving the tax immunity of Federal property, as well as the 
general problem of such tax immunity, and to submit to the Presi- 
dent for transmittal to the Congress an annual account of operations 
under the act, together with its recommendations. 

Your committee may wish to consider including in such legisla- 
tion a provision relating to payments with respect to the Federal in- 
terest in property which has been leased or sold conditionally to pri- 
vate parties. In such properties, the Government is simply the land- 
lord for a tenant whose use of the property in itself would not render 
it taxexempt, or the Government merely retains title until a pur- 
chaser has completed payment under contract. The former Recon- 
struction Finance Corporation properties now subject to payments in 
lieu of taxes under Public Law 388, enacted last year, which we 
mentioned a moment ago, include a number of cases of this kind. 

However, various other parcels are excluded because they were not 
acquired through the RFC. We would suggest that the administra- 
tive board or agency be given authority to determine whether there is 
a Significant gap in existing authority for payments on account of 
properties Saiat or sold conditionally and, if it so decides, to take 
appropriate action to provide a uniform policy of payments in lieu of 
taxes on such properties. 

Similarly, your committee may wish to consider whether it-would 
be desirable to include in such legislation a grant of consent to non- 
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discriminatory levies of special assessments on Federal properties. 
Pending a decision on long-term policy, it may be that any payments 
authorized in this connection should also be on an in-lieu basis or at 
the option of the property-owning agency. 

In any event, the National Government should not be expected to 
make payments on account of local improvements outside urban or 
suburban areas, and should pay such assessments only if non-Fed- 
eral property also is included in the particular improvement district. 


ESTIMATES OF COSTS TO THE FEDERAL GOVERNMENT 


As your committee is aware, the preparation of reliable cost esti- 
mates relating to proposals for payments in lieu of taxes on account 
of Federal properties is exceedingly difficult. Many variables and 


factors of uncertainty are involved, a few of which I have already 
mentioned. These factors include State and local property tax laws 
and methods; local assessment practices and tax rates in the particular 
jurisdictions which contain eligible Federal properties; differences 
among communities in the services rendered on behalf of Federal 
properties and local services received from Federal establishments; 
and uncertainties about the current value (as distinguished from the 
accumulated cost) of those properties which might be the subject of 
payment under any particular proposal. 

Previous rough estimates for some of the bills pending before your 
committee have indicated that the resulting additional national budget 
expenditures might range from $205 to $250 million a year, based on 
property holdings in 1953. With the present budgetary outlook, and, 
as pointed out earlier, the very large Federal aid expenditures alread 
being made, we cannot support—and we are confident the Congress 
does not wish to undertake—a commitment of such great magnitude 
in the absence of clear and compelling evidence that it is fully required 
to restore equity and achieve justice. The proposal which I have out- 
lined would entail a very limited addition to present Federal expendi- 
tures. At the same time, this recommendation would assure payment 
for those cases where there is demonstrable financial hardship. 


CONCLUSION 


Admittedly, as evidenced by the many years with which various 
administrations and Congresses have wrestled with this problem, there 
are no easy answers in this area. Like many of you, as the chairman 
indicated, I have served as a local official and am sympathetic to the 
sometimes desperate needs of some communities for more adequate 
revenue resources. That some of the inequities which have arisen are 
caused by spotty Federal practices must be apparent to anyone who 
has studied the problem. 

And yet, all of us also agree, I am sure, that many of the problems 
of State and local governments can more readily be solved at home 
than here in Washington. As we see it, the program we are suggesting 
today has two principal merits: 

(1) The National Government would directly ize that real 
hardship sometimes is caused because of the action of the National 
Government in the process of acquiring property in some local com- 
munities. 
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(2) The admittedly experimental beginnings of a specific national 
program to recognize this fact will give us experience and wisdom in 
this most complex field; the experience so gained should—or at least 
could—insure that long-range proposals will be based on a solid 
foundation of fact and knowledge. 

It is our hope that this Congress can and will reach agreement on 
some such program for national assistance to communities, which, 
through no fault of their own, have been financially hampered by re- 
cent national governmental action. All of this should take place, we 
believe, within the traditional, zealously guarded separation of State 
and local from national governmental activities. Our Federal sys- 
tem of divided powers is a two-way channel, in the navigation of 
which both the National Government and the State-local govern- 
ments must be ever conscious of their own responsibilities. 

Senator Humpurey. That is a very fine statement, Mr. Merriam. 

Mr. Merriam, with respect to your recommendations, when you 
limit your authority and mechanism for payments for industrial or 
commercial purposes, would the case that was brought to our atten- 
tion here by Senator Schoeppel be included ? 

Mr. Merriam. I think, that if I understand that case clearly, 
Senator, it would not be included under the mandatory payments. 
And I would think that the answer to Senator Schoeppel would be 
that such a Board, if it were established, would be instructed, as 
we have suggested, to look into the whole area. 

We recognize quite candidly that there are notable hardship cases 
in which other than industrial and commercial properties are involved, 
but we felt we ought to take that category where there is the most 
obvious hardship, or could be, and that is the industrial or commer- 
cial properties. But when we establish a board, it should be em- 
powered to look into other hardship cases. 

Senator Humpurey. It seems to me that in writing a bill—a new 
committee bill with any and all other sponsors who are interested in 
this particular kind of program—we might take the definitions that 
you have laid down here for the mandatory obligations of the Federal 
Government. Then, knowing how these bills are sometimes inter- 
preted, particularly when there is silence on other categories, I would 
suggest that we list certain other categories, not as exclusive, but as 
additional categories which would include properties acquired by the 
Federal Government, upon which there are local government bond is- 
sues such as Senator Schoeppel pointed out. We can do that in the 
definition section and then say “and other properties in which the 
Federal Government has a direct proprietary interest.” This would 
furnish the Federal Board, which you suggest, some guidance, at 
least in the permissive area of action. It would not be mandatory. 

Mr. Mereram. You have noticed, Mr. Chairman, that we actually 
have made that suggestion in two categories which we thought should 
not be mandatory, but where we thought there should be consider- 
ation, namely, the question of leased properties and the problem of 
special assessments. What you suggested would certainly be consistent 
with what we have already outlined in those areas where we are not 

uite sure, frankly, at this point, whether there is sufficient merit so 
that there ought to be authorization at least for study, if not-for actual 
administrative action leading to payments. 
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Senator Humpnurey. I am sure, Mr. Merriam, that many of my 
colleagues who have sponsored bills here have done so with a 
full recognition of the problems at home. I believe it is important 
that when we prepare a bill we should examine other bills on the 
same subject which are before us, particularly where Members of 
Congress have been at this for a long time. We should try to recog- 
nize, in any new bills, the position that they have taken, and 
we should attempt to cover some of the specifics, because if we don’t, 
we will be faced with a barrage of amendments on the floor embody- 
ing various provisions in other bills. I am referring to the technique 
of procedure now. 

Mr. Merriam. I am aware of the problem. But I think there is 
merit in that suggestion for an added reason, certainly as far as 
the executive branch is concerned, in that the one thing that we 
would recommend strongly against would be individual legislative 
action on these particular cases. And I think anything that is set 
up ought to be tight enough to be highly restrictive in its initial 
operation but also as you have suggested, it should be flexible enough 
at the same time so that you don’t have to have individual 
legislation on various properties. For example, I heard this morning 
that there was a particular property which one Congressman thought 
had been included in the terms of Public Law 388, but which he 
now discovers wasn’t in it. This presents some embarrassment to 
him, and if the case is as I understand it, he is merited in feeling 
that it should have been included. I think it would be catastrophic 
if we got into a series of legislative actions on such cases, and prob- 
ably most of you gentlemen will agree with me. 

Senator Humpurey. I favor the approach of a Federal Board which 
would have quasi-judicial and administrative powers. As I under- 
stand it, you would also provide for the establishment of an advisory 
group composed, in part, of people from State and local governments. 

Mr. Merriam. That is correct. 

Senator Humpxrey. In addition, you would have an interagency 
council composed of representatives of the Federal agencies and 
departments that have property under their control jurisdiction. 

Mr. Merriam. That is correct. 

Senator Humpurey. So that you would at least have an adminis- 
trative mechanism which would bring to the attention of the Federal 
Board, the views of both the agencies involved and the State and local 
governments. 

Mr. Merriam. That is correct. 

Senator Humpurey. Do I understand that this Federal Board, or 
one of these advisory councils would make a report to the Congress, 
let us say after 1 or 2 years of experience? It might make interim 
and annual reports containing recommendations for the improvement 
of this machinery, or whether or not we need further legislative au- 
thority? What I am getting at is that any new area of governmental 
activity, such as this, always requires a constant review of the pro- 
cedures which are followed, along with continuing recommendations 
for improvement either in procedural matters or jurisdiction. 

Mr. Merriam. Yes, that would be right, Senator. I would think 
they ought to submit a report annually to the President for transmittal 
to the Congress, and that the report should include, not only a sum- 





Oo. 


eae 


























a 



























PAYMENTS TO STATE OR LOCAL TAXING UNITS 347 


mary of their operations, but the specific recommendations as you have 
indicated. 

Senator Humpurey. Concerning the question of hardship to which 
you referred earlier, what do you mean by “demonstrable hardship 
directly attributable to Federal acquisition” ? 

Mr. Merrtam. Well, we have attempted to give a definition of that, 
Senator, in our prepared statement, it is really the first paragraph 
on page 8, where we have suggested that these criteria, which have 
actually increased the volume of services rendered and the level of 
expenditures that give rise to a commensurate increase in revenue 
resources available to the taxing jurisdiction 

Senator Humpurey. May I interrupt? The problem that we run 
into here arises out of the fact that local governments have various 
means of raising revenues. Some of them rely on the real-estate and 
property tax; others rely on a sharing of State income tax; and still 
others have local municipal income taxes, as in Pittsburgh, where they 
have a kind of wage or income tax. Finally, some rely on taxes that 
are dependent a great deal more on licensing. Thus, you have many 
types of local taxes, and the scope of jurisdiction of local taxation is 
varied. You say, for example, that if you have a Federal installation, 
it may increase revenues, or it may increase the total volume of busi- 
ness in the community. 

Mr. Merriam. As I see it, there are two ways that that can be 
done. We have suggested one way which I think would, in the long 
run, result in the development of some kind of format, but I would 
not pretend to spell that out for you in exact detail here today. And 
that is why we think that a board with actual administrative experi- 
ence in this problem is the only proper group to make such a determi- 
nation. 

The other way, of course, would be for Congress to determine that 
certain categories of property—for example the industrial and com- 
mercial properties acquired since 1950-—were a prima facie evidence 
of hardship—this could be a conditional determination which we 
would not suggest in the first instance. But those are two possible 
ways in which such a determination could be made—in other words, 
by new legislation, or by the finding and development of an adminis- 
trative board. 

Senator Humpurey. What do you mean by “industrial and com- 
mercial properties acquired since 1950”? Of course, I understand 
that. a cutoff date here will be necessary. Among the various dates 
which have been proposed at different times are 1939, 1946, and 1950. 
Now are you referring to properties operated by the Government as 
industrial or commercial enteprises, or to properties which at the time 
of Federal acquisition are industrial and commercial properties and 
have subsequently been converted to something else ? 

Mr. Merriam. They are properties, first of all which were on the 
tax roll prior to 1950, therefore, they were acquired by the Federal 
Government. They may have been commercial and industrial in op- 
eration, and their use changed by the Federal Government, or they 
could be in the alternative industrial properties acquired and still used 
in the same manner. I think it could be either way. 

Senator Humpnrey. Either or, or both? 
Mr. Merriam. Yes. 
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Senator Humpurey. Do you have anything more to say on how you 
would define “demonstrable hardship” ¢ 

Mr. Merriam. I think not. This, of course, is the nub of the thing 
as far as we are concerned. And we are quite well aware of the diffi- 
culties that exist in giving a precise definition to that. But we are 
not overwhelmed by the problem. 

Senator Humpnrey. You are not including Federal land, Federal 
forests, and large Federal properties involving shared revenues ? 

Mr. Merriam. No. 

Senator Kucner. Mr. Chairman, may I ask one question at this 

int 

There is in the law, I take it, a fairly understandable distinction 
between Government acting in a governmental capacity, on the one 
hand, and in a proprietary capacity on the other. Is your use of the 
phrase “industrial or commercial purposes” a tentative layman’s phrase 
to describe the functions of the Federal Government ? 

Mr. Merriam. No. Actually, Senator, our use of the words “indus- 
trial and commercial properties” is derived and based upon some defini- 
tions which have been in some of these bills which are before you. For 
example, in Senator Bush’s bill, the definition “industrial or commer- 
cial use” is “when used in relation to any Federal property, includes 
any use made of such property”—and it defines in five specific cate- 
gories what it is. 

Senator Kucne.. The reason I asked that question, Mr. Merriam, is 
because what constitutes “industrial or commercial” is susceptible to 
varying interpretation. Now, take a specific case under the lease- 
purchase legislation, which we adopted. The city of San Francisco 
will dhently baive a $40 million new public building. 

Now, the law will provide that the city of San Francisco will receive 
during the lifetime of the lease-purchase contract ad valorem taxes 
from the property and the property improvements. It is true, of 
course, that title, legal title, remains in a private individual until the 
contract has been fully paid for. But it is also true that the Federal 
Government acquires an enlarging beneficial interest in the property 
with each payment that it pays. Nevertheless, at the conclusion of 
that contract, the city involved will cease to have any revenue what- 
soever. I don’t know that it can be successfully contended that this 
type of public construction would fit the definition “industrial or 
commercial purposes,” since obviously the bulk of the floor space would 
be utilized for governmental purposes. I mention that because it 
does seem to me that we did have an example of congressional intent 

rovided that under the lifetime of contracts under the lease-purchase 
egislation there would be no question but what local taxes would be 
paid. I think we are going to have to, without enlarging the definition 
so as to subject every instance of Federal property to taxes, neverthe- 
less we are going to have to enlarge the definition as much as we can 
to cope with some of these specific problems where Congress previ- 
ously had adopted an intent. And I raise ths question of proprietary 
versus governmental because we might find a basis on which the 
Budget Bureau would approve that kind of distinction other than 
applying it to this phrase. And yet, by applying the distinction it 
would not run the whole gamut and say, “We are ready to support 
every local government with every piece of property we own.” 
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Mr. Merriam. I don’t think that classification would really be 
pertinent in this instance, 

But let me read to you Senator Bush’s definition of “industrial 
and commercial use” which I think would serve as a basis for con- 
sideration : 

First, the mining, manufacturing, fabrication or repair of any article or 
commodity ; 

Second, the generation of electrical energy; 

Third, the transportation of individuals or property ; 

Fourth, the storage of property; and 

Fifth, the sale or leasing of commodities or services. 

Quite clearly under those categories, the lease-purchase building 
would not be included. 

And may I say this, that of course the whole purpose of the Lease- 
Purchase Act was to provide a means of getting some badly needed 
office space built, which, if built by the Government, would be imme- 
diately tax exempt. 

Senator Kucner. That is right. 

Mr. Merriam. And not only to employ private capital for such 
construction, but also to provide on a transitional basis for continuing 
tax payments so there would not be this abrupt shock of taking some 
additional property off the tax rolls. But in these instances it would 
certainly seem to me that the community is on due notice that 20 years 
from now, or whatever the cutoff date will be, this will become Govern- 
ment property and, therefore, there should be some thinking about 
tax structure in terms of that fact. 

Senator Kucuen, I am not sure I would be able to agree with you 
on the intention with which Congress passed this law. 

Mr. Merriam. Your interpretation would be better than mine. 

Senator Kucuer. But at least the definition of what property 
should be covered is one of the vital concerns of this bill. The second 
one is what Senator Humphrey mentioned. You have used such 
phrases as “substantial impairment of the finances of local govern- 
ment,” and “demonstrable hardship upon particular taxable jurisdic- 
tions.” And it is true that these phrases are susceptible to various 
meanings. “Substantial” could mean a specific percentage involved. 
It does seem to me that the chairman is correct in that we would need 
to define the point at which hardship is reached as clearly as we 
could so that 1t would not be susceptible to a variety of interpreta- 
tions by the particular administrative officer who might be holding 
that reaponaifility at the time. That, if it were possible, would be 
something that I would like to have the Budget Bureau spend a little 
time on and make some specific recommendations as to how those terms 
could be defined so far as the legislative language is concerned. 

Senator Humpnrey. Senator Kuchel, at this point I would like to 
note for the record that on page 2 of the appendix to the comparative 
tabulation of the major provisions of the pending bills, and related 
recommendations of the Study Committee on Payments in Lieu of 
Taxes and Shared Revenues, prepared by the committee staff, there 
is a category entitled “Industrial or Commercial Use,” “Industrial and 
Commercial.” It is defined in all the bills before us. 

Mr. Merriam. I think they are quite similar. 

Senator Humpnurey. Yes, they are. This is a point that we want 
to work on very carefully in connection with any final bill. 





350 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


May I ask, Mr. Merriam, if you would be willing to have your testi- 
mony interrupted—and we will come back to it—so as to receive the 
testimony of Senator Knowland, who has been one of the most in- 
terested members of the Senate with respect to this particular prob- 
lem. I should like to have Senator Knowland proceed with his state- 
ment, because he has to be on the floor shortly. 

We are very.glad to have you here with us this morning, Senator. 


STATEMENT OF HON. WILLIAM F. KNOWLAND, A UNITED STATES 
SENATOR FROM THE STATE OF CALIFORNIA 


Senator Knowtanp. I do appreciate, Mr. Chairman and members 
of the committee, the courtesy of permitting me to make a very brief 
statement before this committee, and I am glad to see the legislative 
arm of the Government proceeding with these hearings, because in 
the final analysis, of course, policy-determining power is in the Con- 
gress of the United States; and yet, of course, it is appropriate that 
we hear from the executive agencies and try to work out a bill which 
will meet the very real problems which exist in this field. 

It is difficult to imagine that our forefathers could have possibly 
foreseen the vast governmental network of Federal activities now 
engaged in throughout the 48 States, Territories, and other posses- 
sions of the Nation. Our population alone has increased 10 percent 
since the last census in 1950, and over 167 million Americans now must 
have their public needs fulfilled by local, State, and Federal agencies. 

Almost all political scientists agree that the division of authority 
and power between the Federal and State Government is one of the 
most outstanding contributions that our Constitution has made to the 
advancement of representative forms of government. It is a political 
truism that that Governmen governs best which is closest to the people. 

However, in recent times, local and State governmental units, de- 
pendent on tax revenues, have been meeting with increasing financial 
obstacles in providing the most basic community services. As mem- 
bers of this committee know, the growth of Federal activities during 
the past 15 years throughout the country has been phenomenal. In 
many communities, the size of the local population has doubled and 
even tripled with the installation of a new Government enterprise. 
Inasmuch as this has increased the police, fire, and other public services 
that are needed for such communities, the property removed from the 
local tax base by such Federal activities maids the problems of respon- 
sible local government almost impossible. 

On July 24, 1953, along with the late Senator Taft, and Senators 
Ferguson, Bush, and Potter, I introduced S. 2473 in the Senate, to 
authorize a program for in-lieu taxpayments for property and activi- 
ties of the Government, acquired during and subsequent to the Korean 
war. Although a hearing was held by this committee on this legisla- 
tion, it was decided that further action by the committee would be 
delayed until after the Commission on Intergovernmental Relations 
had completed its pending study of this problem. 

Almost 2 years later, on June 28, 1955, the President submitted to 
the Congress the final report of the Commission, which made certain 
findings and recommendations on the financial and other problems 
involved in the broad field of inter-governmental relations. 
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The Commission, as this committee knows, recommended “that the 
National Government inaugurate a system of payments in lieu of prop- 
erty taxes to State and local governments.” At that time, I intro- 
duced S. 2390, legislation now being considered by the committee, 
which was based on the report of the Commission’s Study Committee 
on Payments in Lieu of Taxes and Shared Revenues. 

Mr. Chairman, I believe that the time has come when the Congress 
should enact equitable legislation to ease the financial burdens that 
are increasing daily in our small communities throughout the country. 
This subject matter has been actively before the Congress for the past. 
6 years, and it seems to me that a system of in-lieu taxpayments should 
be presented to the President for his approval. 

Realizing that there are a number of bills under consideration by 
the committee on this subject, I do not request that favorable action be 
taken on my bill, or on any particular bill submitted by any of my 
colleagues. However, I do urge and hope that the committee would 
recommend to the Senate that it at least get started on a limited pro- 
gram of in-lieu payments to our local municipalities and governmental] 
units, 

I appreciate the courtesy of the committee in permitting me to have 
this opportunity to testify on this important legislation. 

Senator Humpurey. Senator Knowland, we want to thank you for 
taking the time to present your views. It is my view that we should 
proceed on this basis. I think this must be done, and with the coop- 
eration of all concerned we ought to be able to get it done. 

Senator Knownanp. And we need to gain some experience with it. 
We cannot solve all of these problems, necessarily, in one session of 
the Congress, but I would like to see us make some progress along 
this line; and I particularly would be glad if we could get started on 
it and not another study, because we have been studying this thing 
back and forth, now, and I think it is time now for action. 

I know, from the interest of this committee, they will present some 
proposal to the Congress. 

Senator Humpurey. Thank you very much, Senator Knowland. 

Senator Knowianp. Thank you very much.* 

Senator Humrnrey. Now, Mr. Merriam, do you have any other 
comments you wish to make in reference to your proposal ¢ 


TESTIMONY OF ROBERT E. MERRIAM—Resumed 


Mr. Merriam. I just might respond to Senator Kuchel’s last ques- 
tion by saying that we certainly would be happy to work with the 
committee and staff in trying to define down to the best possible degree 
the question of demonstrable hardship. I agree that something has 
to be done, to the greatest extent possible, although I feel in the last 
analysis, probably the Congress may want to give to this administra- 
tive board at least some leeway in defining hardship even further than 
what can be done by legislation. 

Senator Humpurey. I think that is true. I believe that at the 
inception of a program like this, we must give the board a consider- 
able amount of leeway. 


2A resolution of the council of the city of Los Angeles, ngage April 18, 1956, urging 
appearances by Senators Knowland and Kuchel, appears on p. 396. 
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I also believe that if and when we report any legislation on this 
subject, in the committee report, we describe some of the situations 
which have been of particular concern to the committee, thereby lay- 
ing down some legislative history guidelines for the administrative 
body. 

Senator Cotton, do you have any further questions? 

Senator Corron. Mr. Chairman, there are 2 or 3 ae in this pro- 
gram that disturb me greatly, and I would like to talk to Mr. Merriam 
sometime, perhaps privately. But I am afraid—naturally, I wanted 
the chairman and the Senators who were in here, colleagues who were 
in here to have a full opportunity for discussion—that we have 
reached a point today. where I guess I will not attempt to bring 
them up. 

But if it were possible at some time before we actually report this, 
there are some points that I would like to take up with Mr. Merriam. 

Senator Humeurey. I would like to suggest that Mr. Merriam work 
individually with the respective members of the Congress who have 
introduced these bills. t believe that we are going to have to go 
into these matters in greater detail than Mr. Merriam is able to in his 
present testimony. 

At a later date, Senator, I expect that representaives of the Bureau 
of the Budget will sit down with the committee staff and work out a 
draft bill which might be acceptable. I would like to make it clear 
that this would be only a working paper. Then the committee, aided 
by its staff and experts from the Bureau of the Budget, can consider 
this draft, along with other proposals, in executive session. 

Senator Corron. Mr. Chairman, is there-—referring only to commer- 
cial and industrial properties—‘commercial and industrial proper- 
ties,” is that the way you characterize it ? 

Mr. Merriam. That is correct. 

Senator Corron. Referring only to them, is there available for the 
record any table which would indicate the extent of those classifica- 
tions, those classified properties, in the various States? 

Mr. Merriam. The best thing, of course, Senator, is the General 
Services Administration inventory, with which you are familiar, to 
get this precise definition of category. You would have to take that 
and rerun it, because they use slightly different categories, and it 
would be a major project, but it could be done. 

Senator Corron. It would be a major project ? 

Mr. Merriam. It would be; yes. 

Senator Corron. In other words, it would be a complicated thing 
to try—you couldn’t, really—it would not be practicable to insert in 
a a, a summary of the value of those properties in the seven 

tates 

Mr. Merrtam. Mr. Labovitz and others on the staff, including my- 
self, have wrestled with this at some length, because we, of course, 
asked ourselves immediately, “Well, what are we talking about in the 
wer of value of properties and dollars of posible payments?” 

And, very frankly, we cannot give you a simple answer to that at 
this time. 

If we had to make a guess, we would say we were talking in terms of 
in lieu payments on commercial and industrial properties of some- 
where in the range of $10 million to $20 million. But that really is 
& guess without much more detailed information, and we were ques- 
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tioning whether, lacking information of what the Congress thought 
as to whether it was a workable scheme, it was worth while to try to 
get that much refinement. 

Senator Corron. Well, on page 7, you have indicated that one 
of the first things to be done by the committee and the Congress in 
enacting legislation for this—and I want it understood I think it is a 
very desirable end—is to lay down precise definitions of eligibility of 
particular categories of property. ; 

Then on page 8, you have indicated that if a Federal board or 
agency is created to administer this act, that one of their first duties 
is to establish standards and rules consistent with the policy and 
objectives of the legislation. 

Na offhand, it seems to me that so far as those two tasks are con- 
cerned, Solon himself could not write this bill, and King Solomon 
could not administer it and come up with something which would take 
care of the various instances, the various categories, where hardship 
is taking place. 

Now, you have indicated two approaches; amIright? One is to try 
to do this very thing but do it slowly and gradually and make it a 
studied rather than an immediate relief. 

The other course is to make it a bill which furnishes quick, prac- 
tically immediate relief in certain cases, but to limit those cases to 
pe small categories, which would mean that there would be many 
eft out. 

Am I correct in that summary ? 

Mr. Merriam. Well, in essence, but I think I would modify it this 
way, Senator: As far as the precise definitions of eligibility for par- 


ticular categories of Property, there we would be talking primarily 


about industrial and commercial properties which would be one 
category, and defining exactly what was to be included in that cate- 
gory, as has been done in the pending bills. 

Now, once having established and defined a category, let’s say indus- 
trial and commercial properties, you have the further step of determin- 
ing within that category what particular properties, having been 
acquired, involve a ra hardship. 

t is that second step that we were referring to on page 8, which is 
the administrative action we felt was necessary to make that de- 
termination. 

But the categories would be—can be—very precisely defined. 

Senator Corron. I won’t take time—— 

Senator Humpurey. Go right ahead, Senator. 

Senator Corron. But it would just seem to me—this is an over- 
simplification, admittedly—but in order to meet this question, we have 
got two courses we can pursue. That is what my question was aimed 
at, I want to make clear. We either can deal with a small fraction 
of the cases and get immediate relief; that is, a working plan to give 
relief to a small fraction, or we can deal with the general subject. It 
has got to be a studied approach and a complicated approach, which 
will take time to work out and which will be difficult. 

In other words, we have got to approach from one avenue or the 
other ; is that not correct? 

Mr. Merrtam. Well, yes. There is an alternative there, I think, 
somewhere in between, which would take a limited category of prop- 
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erties and allow for payments to be made in one of two ways, and that 
is what I was talking about earlier. 

Senator Corron. But you were going to set «Bangs that had 
to take into consideration payments that have been made under the 
Assistance to Schools, and other facilities, in impacted areas. 

Mr. Merriam. That is our suggestion. 

Senator Corron. Yes. You have got to take into consideration also, 
in establishing the criteria, the benefit to the community of these in- 
stallations, of these activities, Federal activities, that are brought 
in, because it has been my experience, frankly, and this is not said in 
hostility to the bill, it has been my experience that, first, the chambers 
of commerce all come down to see us in Congress, demanding that we 
get a Federal installation for them ; and then 2 or 3 years later they all 
come down to see us to demand that we get them compensation for the 
cost, added strain on their school system and the rest of the services 
they have to render. 

That, as a practical fact, you know to be true, do you not? 

Mr. Merriam. It certainly is. 

Senator Corron. You have got to take that into consideration—all 
these factors that in justice must be taken into consideration—if you 
are going to establish precise rules and criteria for administering this 
thing; isn’t that true? 

Mr. Merriam. That is right; yes. 

Senator Corron. And that is not a simple task. 

Mr. Merriam. I certainly agree with you on that. 

Senator Corron. And if you are going to get a bill which is going 
to furnish relief to somebody, not next year or the year after, which is 
going to furnish some immediate and tangible relief to extreme cases 
of ports plain hardship, you have got to proceed in a very limited 
field. 

Mr. Merriam. That is right. And that is why I suggested there is 
an alternative to this formula, which we have not suggested but rec- 
ognize, and that is, Congress could take a very narrow field, such as 
commercial-industrial properties acquired by the Government since 
1950, and say, “The very fact that they have been acquired so recently 
is prima facie evidence of a hardship.” And you would then have 
automatic, mandatory payments. 

That is the other alternative, which I mention only because it pro- 
vides a different approach to the problem. You are right; the way 
we have provided would be more complicated and, therefore, would 
take a longer time. 

Senator Corron. Well, if you establish a Federal board, and we have 
a lot of Federal boards now, but if you establish a new Federal board 
with yy oe powers and their decision not subject to judicial 
appeal, to determine the cases of hardship and award relief, 


even though you set up a set of rules as long as the multi- 
plication table, they still would be compelled to exercise abritrary 
judgment, and they and we in the Congress would immediately be 
under a maa from many States and hundreds of communities which 


felt they had been discriminated against. 

That is the natural course of events, knowing humanity as we do, 
is it not? 

Mr. Merriam. Yes. There is no doubt about it. 
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Senator Corron. I am just wondering—I want help on this thing. 
I am not trying to throw roadblocks in the way. But I am just won- 
dering, haven’t you got to start at the beginning in laying down a few 
clear types of categories where there can be weed little doubt, even 
though you have only taken a fraction or are dealing with only a 
fraction of the property? 

Mr. Merriam. That may well be the answer, and very candidly, we 
felt first we ought to make a suggestion which could be the basis 
for discussion and possible agreement between the executive branch 
and the Congress. 

It seems to me that a means should be found to lighten the burden 
as far as possible, although we are quite aware of the possible com- 
plications which exist. 

And one of the things which bothered us was, every time you try to 
make a precise definition that you write into law, you run into some 
really difficult problems. That is why we felt and suggested that it 
would be better to provide the general framework in law, and give at 
least some degree of discretion to this administrative board. 

But certainly as far as we are concerned, there is room for flexibility 
in how you actually write it into the law. 

Senator Humpnurey. I want to expréss my appreciation to Senator 
Cotton for bringing out what I consider the most important points 
of this entire discussion. I think you have brought out not daly the 
tremendous problems involved in drawing up appropriate legislation, 
but also the prudent judgment and the wisdom that will have to go 
into any kind of adjudication of these matters by a Federal board. 
Such adjudication would certainly require the wisdom of Solomon, if 
we fail to supply specific categories and standards. 

Is there not a possibility that we can have both here? Should we not 
include very specific and carefully defined categories, recognizing, of 
course, that somebody will be left out and that there are going to be 
individual cases which will come to our attention? Furthermore, 
should we not consider the inclusion of another grouping of categories 
in which there is wide discretionary power on the part of the board, 
which would of necessity result in some recommendations or studies 
and reetemneNaetons by the board to the President and to the Con- 
gress ? 

I am trying to get at both. I think there is no need to establish an- 
other board just to study these problems, because we will be studying 
them from now until kingdom come. I think if we are going to legis- 
late on them, we ought to get down to cases, even if it is only a handful 
of cases, and start obtaining the experience in those cases, along with 
what we already have established in the agencies, for payments in lieu 
of taxes. 

Mr. Merriam. I think that corresponds with our feelings, Senator. 
As a matter of fact, it would be my suggestion that you consider actu- 
ally putting the administration of the Public Law 388 properties into 
such a board, and there you have almost a hundred properties right off 
the bat on which payments may be made under the present law. Cer- 
tainly you would not want to have two separate operations on that. 

Senator Corron. Mr. Chairman, even recognizing the difficulty of 
having anything but a mere approximation, it is hard forme to un- 
dlerstand how we can deal with this thing intelligently unless, particu- 
larly if the bill is going to be restricted to commercial and industrial 
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property, unless we get some, at least, vague summary approximation 
of the amount of the properties, and it would be of some interest by 
States; because you know, as a practical matter, we get a bill on the 
floor, and every Senator is going to say, “Well, this 1s going to take 
care of New York and California and Minnesota, and not take care of 
my State.” 

You are going to run into practical difficulties. 

Mr. Merriam. Mr. Chairman, I was talking to Mr. Labovitz, who 
tells me we would not be able to give you this information at this 
time. 

Senator Humenrey. Mr. Merriam, I believe it is clearly understood 
that your recommendations are in the nature of considered suggestions 
for purposes of discussion and consideration. 

en hone done very well, and I want to say that it is reassuring 
to have this statement of objectives, and also of a desire on the part 
of the Bureau of the Budget to move forward. 

Mr. Nobleman, of the committee’s professional staff, has a couple of 
ee he wanted me to raise, which I shall do. 

ou would rule out any direct taxation of Federal property, as I 
understand it, except for limited areas of special assessments, is that 
right, under your proposal ? 

Mr. Merriam. That is right; and even under special assessments, 
in the initial instance, prior to any long-run determination, we would 
feel we ought to make payments in lieu, rather than consent to taxa- 
tion. 

Senator Humpnrey. Why do you limit these payments to 4 or 5 
years under your suggestion ? 

Mr. Merriam. For the purpose of gathering information, and to 
ive us some idea of the scope of what we are talking about along the 
ines Senator Cotton has suggested. 

Until you actually get into the administration of the program, we 
are not sure of the precise nature of what we are talking about. And 
I think that we ought to view it, very frankly, as we have suggested, on 
an experimental basis, without prejudice either way, so that if it be 
discovered that it should be unworkable, which I don’t think would be 
the case, or that you are talking about something which is just plain 
out of question, budgetarywise, you at least have a cutoff point 
where you can take another look. 

The practical effect is, I suppose, that once such a program is started, 
it is very difficult to turn around and go the other way. 

Senator Humpnrey. Well, it is not unusual to have a limit on 
authorization. It affords the Congress an opportunity to review 
began operations. 

I believe the Congress should review its legislative program and I 
believe the executive agencies who are responsible for administration 
should also be required to make a periodic review of its operations. 

Mr. Merriam. I think that is all included in our thought. Public 
Law 388 provisions also are, I believe, on a 4-year basis. 

Senator Humpurer. Now, one other point: Your proposal does not 
exclude or do away with existing payments in lieu of taxes by agencies 
of Government ? 

Mr. Merriam. No, sir. 

Senator Humpumrey. And I want to make sure we do have the tabu- 
lation of that particular category of payments. 
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Mr. MerrtamM. We will definitely get that for you. 


(Note.—The information requested appears in the Bureau of the Budget state- 
ment on “Federal Payments to State and Local Governments for the Fiscal Year 
1955 as Taxes, Payments in Lieu of Taxes, and Other Related Payments on 
Account of Federal Government Property,” p. 337 of these hearings.) 

Senator Humpnrey. This is important because when be begin con- 
sideration of proposed legislation of this type, which has some limited 
aspects, counties and school districts and other political subdivisions 
will say, “Now, they are going to disturb what we have fought for and 
obtained over a period of many years.” 

We want the record to be clear that there is no intention or desire 
to eliminate those payments in lieu of taxes, or shared revenues, which 
are now sine and in effect. 

Mr. Merriam. That is correct. 

Senator Humpurey. It has been suggested that this may very well 
result in sort of a patchwork quilt-like program, with a variety of 
payments and no uniformity; and it may get out of hand. 

Is that possible ¢ 

Mr. Merriam. Well, that is one of the reasons we feel we ought to 
go slowly, and also to have a board, because that is certainly some- 
thing they can be looking into. It may well be that there will be 
certain adjustments which might be needed as you go along, which 
will begin to give you a more uniform program. 

Senator Humpurey. We might have the board maintain an ad- 
visory and watchful eye over the other kinds of payments even though 
they were excluded from its immediate administrative control. 

Mr. Merriam. That is right. 

Senator Humpurey. Go ahead, Mr. Nobleman. 

Mr. Nosreman. Of the pending bills, S. 1566, sponsored by Sen- 
ator Humphrey, is the only one which actually provides for a com- 
prehensive treatment or approach to this entire field of payments in 
lieu of taxes. The problem, I think, which still confronts us, is that 
there are in existence many laws providing for various types of pay- 
ments by the Federal Government to State and local taxing authorities. 
If the Congress passes another piece of legislation which is more or 
less limited, we still will not have a comprehensive and uniform ap- 
proach. We have merely added one more law. 

Has the Bureau given any consideration to merging all existing 
laws into one comprehensive measure which would, as Senator Hum- 
phre inted out, give us uniformity in this entire field? You may 
recall that this was the approach taken by the Bureau of the Budget 
several years ago in connection with S. 2268, 82d Congress, and 8. 
be. 83d Congress, both of which were introduced by Senator Hum- 
phrey. 

Mi. Merriam. Do you want tocomment on that, Mr. Labovitz? 

Mr. Lapnovirz. We gave consideration to it but concluded, with 
the kind of recommendation we are making at this time, we were not 
ready to propose integration of the sort you are describing. That 
would have to await both the experience and the field studies which 
would be made by such a board. 

Mr. Nosieman. In other words, it is very much like Public Law 
388, 84th Congress, in the sense that it would merely cover 1 or 2 
aspects of the problem. 

Mr. Laxsovirz. Yes. 
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Mr. Merriam. I think your point is a very good one, and certainly 
my initial reaction would be that were the Congress to empower the 
board, if it should be established, to look into this question of integra- 
tion of these various payments, that we would certainly not only 
not raise any objection to it, but would say this is probably an impor- 
tant part of its activities. 

Senator Humrurey. I have just been informed that there is a roll- 
call on the Senate floor, and my presence is required. I shall return 
shortly. 

At this point, I shall place in the record a statement from Senator 
Chavez, who is keenly interested in this proposal and asks that it be 
printed as his testimony. 

(Senator Chavez’s statement is as follows :) 


UNITED STATES SENATE, 
COMMITTEE ON PUBLIC WorKs, 
April 17, 1956. 
Hon. Huserr H. HUMPHREY, 
Acting Chairman, Committee on Government Operations, 
United States Senate, 
Washington, D. C. 

DeaR Mr. CHAIRMAN: I regret there are no county officials here today from 
New Mexico to testify on the bills now under consideration which would 
authorize payments in lieu of taxes on property within a State held by the Fed- 
eral Government. I suspect that the press of election year duties prevents many 
of them from making the trip here. It is about 2,100 miles for most of them. 

However, Mr. Ray Zumwalt, county commissioner of Eddy County, and 
spokesman for the Association of New Mexico County Officials has asked that 
I express to you the sincere endorsement of the association of the principle 
that the Government ought to compensate the taxing authorities for land re- 
moved from the tax rolls. 

We have recognized the Federal responsibilities in many areas of legisla- 
tion. The foremost is in the highway acts, and secondly, in aid to school dis- 
tricts where the impact of a Federal activity has been substantial and 
sudden. 

I am pleased to submit for inclusion in the record and for the wise considera- 
tion of the subcommittee a letter from the Honorable Fred M. Standley, first 
assistant attorney general of New Mexico. I sent to Mr. Standley Senate bills 
1566, 1667, 2100, 2390, 2754, and 826. His letter to me observes: 

“I read these bills and feel that the purpose of each of them is excellent so 
far as the States are concerned. Senate 826 would not mean too much to this 
State, however, as it is confined to production facilities primarily and, as you 
know, we have very few facilities for production in this State. However, the 
rest of the bills, and particularly Senate 1566, which bill is extremely compre- 
hensive, would be of great benefit to the State of New Mexico as we must have 
more property on the tax rolls if our State is to be able to progress. I am sure 
that the Senate is cognizant of the fact that almost 43.4 percent of the area of 
New Mexico is exempt from taxation by reason of it being either public domain 
or State owned property under the Enabling Act. Thus, when the United States 
moves into New Mexico, we view acquisition of property as a mixed blessing. 

“Of course, we are extremely happy to have the Federal Government bring- 
ing people in and producing income for this State, but every time such occurs 
there is a considerable amount of property that under the present law is irre- 
vocably lost to our tax rolls. Ina State where the bulk of the taxes are earmarked 
this becomes a real hardship as the income derived from the incoming persons 
goes to a different taxing unit for the most part than the real property tax 
which had hertofore been on the tax rolls. 

“Senate bill 2100 would be a great help to this State also as the contracts 
entered into between the United States and the contractors can avoid taxation 
from the sales tax or compensating use tax of this State by a simple subterfuge. 
We believe that this bill would help a great deal. 

“As I indicated above, Senate 1566, 1657, 2390, and 2754 are each excellent 
bills so far as I can determine, but it appears to me that Senate 1566 and Senate - 
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1657 are the more comprehensive of the acts. We would certainly urge the 
passage of 1 of the 5 acts plus Senate 2100, as a State such as New Mexico can 
hardly survive with the principal property owner in the State completely exempt 
from taxation.” 






DENNIS CHAVEZ, United States Senator. 
As soon as I know how long I shall be detained, 





Senator HumpnHrey. 
I will notify the clerk. 
(Short recess. ) 
Senator Humpurey. Mr. Scribner? 
You have been very patient this morning. 
pleased to have you here to testify. 
Mr. Scrrpner. Thank you, sir. 


STATEMENT OF DONALD C. SCRIBNER, PRESIDENT, ACCOMPANIED 
BY KEITH L. SEEGMILLER, GENERAL COUNSEL, NATIONAL ASSO- 
CIATION OF COUNTY OFFICIALS 


Mr. Scripner. I believe there are available some copies of this little 
statement which I am about to make. 

Senator Humpurey. Yes; I think the clerk has them. 

Mr. Scripner. I am Donald C. Scribner, president of the National 
Association of County Officials, and I appear here today as representa- 
tive of that organization. 

In hearings before this committee last July on the same bills now 
under consideration, the views of our organization regarding pay- 
ments in lieu of taxes on federally owned property were fully outlined. 
Leave was then granted to submit a more comprehensive and detailed 
statement in writing. 

Such a statement has been prepared, and I have copies of it for com- 
mittee use. It comprises more than 20 printed pages, and I do not 
desire to review it orally. I request only that it be accepted for inclu- 
sion as part of the record of these hearings. 

Senator Humpurey. That will be done, sir, following your intro- 
ductory statement. 

Mr. Scripner. In addition, I should like to add by way of summary 
of all we have presented, 2 or 3 brief comments. 

First, our position is essentially an endorsement of S. 1566, subject 
to limited specific exceptions. We believe that bill is suitable as a 
point of departure, and thet it can be adapted with relatively a few 
changes to proper solution of the problem. 

In every material respect this bill is like the so-called Budget Bureau 
bill developed by the Bureau of the Budget in cooperation with the 
principal land-holding agencies over a period of 2 years from 1949 
to 1951. Because of this fact, it should be subject as little as any of 
the penis to objections from the agencies. 

Senator Humpnrey. May I interrupt at this point to say that I 
would like to get, either informally or a prepared statement at the 
proper time, a comment from the Bureau of the Budget as to their 
pertinent objections to the contents and the objectives of S. 1566, to 
which you have just alluded. TI think it would be helpful to us, be- 
cause this bill was originally introduced in 1951 as a Bureau of the 
Budget draft proposal—it was then S. 2268. 

You understand what I am driving at? 
Mr. Lasovirz. Yes. 






Thank you. We are 
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(The statement referred to is as follows :) 


CoMMENTS ON S. 1566 


This statement is furnished in response to Senator Humphrey’s request that 
the Bureau of the Budget indicate either informally or in a prepared statement 
its pertinent objections to the contents and objectives of S. 1566. 

The statement submitted by Mr. Merriam at the hearing conducted by the 
committee on April 19 spells out generally the reasons for our conclusion that a 
comprehensive bill such as 8. 1566 and other pending bills should not be enacted 
at this time. Particularly pertinent are those sections of the statement which 
are headed “Earlier proposals” and “Factors affecting policy.” 

Since the statement is to be printed in full in the hearing record, those com- 
ments will not be repeated here. We should like, however, to reiterate the 
Bureau’s conclusion, as expressed by Mr. Merriam, that “it has become apparent, 
as a result of our continued consideration of this question, that the inauguration 
of any policy of payments must be undertaken with the utmost caution, not only 
because of the broad implications * * * but also because of the special difficulties 
inherent in this particular problem. If we propose general and objective stand- 
ards designed to avoid a detailed examination of the situation in each community 
affected by Federal acquisitions of property, we run the risk that we may make 
the standards too tight, thus excluding meritorious claims, or we may make 
them so loose that unwarranted or excessive payments will be made and undue 
expectations will be established. There is no simple formula or solution.” 

Likewise, we would emphasize the President’s concern that the extent of any 
continuing commitment for Federal outlays be defined in advance and that any 
necessary commitment be held within reasonable financial bounds. With the 
present budgetary outlook and the very large Federal expenditures already being 
made for aid to State and local governments—at a level of more than $3 billion 
a year—we cannot support a commitment of the magnitude that appears to be 
involved in a bill like S. 1566 unless there is clear and compelling evidence that 
these large additional expenditures are fully required to restore equity and 
achieve justice. We believe the Congress shares this view, as is evident from 
its past hesitancy to adopt legislation as broad as 8S. 1566. There appears to be 
no practical way to establish an overall outside limit on the Federal commitment 
that could arise from adoption of this legislation. 

For these reasons, we have suggested the possibility of legislative action 
which would entail a very limited addition to Federal expenditures and would, at 
the same time, assure payment for those cases where there is demonstrable 
financial hardship. We believe that additional legislation should await a reason- 
able period in which to acquire experience in administering this limited policy 
and to make onsite examinations of special local situations involving the tax 
immunity of Federal property, aS well as the general problem of such tax 
immunity. 

It is possible that experience with legislation for the relief of cases of demon- 
strable hardship, coupled with the detailed investigation of particular local 
situations, might lead to the formulation and adoption of a general policy in- 
corporating some features of S. 1566 and other bills currently pending. 


Senator Humpurey. Please continue, Mr. Scribner. 

Mr. Scrisner. Secondly, I wish to state a fact possibly obvious, but 
one which merits reemphasis: The burden upon local governments 
flowing from Federal tax exemption continues to present problems of 
major consequence to us. 

We earnestly hope that the time for relief is finally at hand. We 
believe that the information available to the committee is as complete 
as it can ever be, and is fully adequate for solution of the problem. 

Moreover, the information now at hand is fairly current, and it 
would be a great disappointment to us if action should be delayed to 
a time when this current information would be obsolete. We have 
experienced that circumstance on earlier occasions, 

We know the task before your committee is not easy; this matter 
does involve rather far-reaching and complicated considerations. But 
neither is this task the most difficult you have tackled. 
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Congress is not unaccustomed to searching for and finding solutions 
in complicated and difficult areas. We pin our hopes for relief at this 
time upon the well-known fact that Congress does not ignore public 
needs because the task of providing for them may not be easy. 

Third, our organization and county officials generally are not 
wedded to any particular method or procedure. We have presented 
what seems to us to be sound in the light of our rather long experience 
in this field. We entertain the hope that our presentation may be help- 
ful to the committee, but we lay no claims to infallibility. 

Modified or possibly alternative views may emerge as best suited to 
meet the needs. We are not here, that is, to quibble over forms and 
procedures. 

We will be everlastingly grateful to this committee if it will develo 
a bill that will provide us substantial relief, whether or not in canals 
ance with our recommendations. 

Senator Humpnrey. The statement which you have presented in 
behalf of the National Association of County Officials is a more de- 
tailed documentation of your position concerning this subject matter ; 
is that correct ? 

Mr. Scrrpner. That is correct, Mr. Chairman. 

(The statement referred to is as follows:) 
























STATEMENT OF THE NATIONAL ASSOCIATION OF COUNTY OFFICIALS IN SUPPORT OF 
PAYMENTS IN Litu or TAXES, JANUARY 1956 










Harry Sprinker, Chairman, Federal Real Property Committee; Eimer Weil, 
chairman, Legislative Committee; Keith L. Seegmiller, general counsel, Na- 
tional Association of County Officials, Washington, D. C. 






“The National Government should inaugurate a broad system of 
payments in lieu of property taxes to State and local govern- 
ments.”—-Report of Commission on Intergovernmental Relations, 
June 1955 







EXPLANATORY NOTE 









The material in this pamphlet is an outline statement of the long fight of the 
National Association of County Officials to obtain payments to local governments 
in lieu of taxes on federally owned land. It has been prepared at this time 
because of strong indications that legislation to provide such payments will be 
enacted by Congress this year. The national association has undertaken to exert 
a major effort to obtain such legislation, and I have called upon all county offi- 
cials to urge their Senators and Congressmen to give active support to this 
objective. 

This outline provides adequate background information for intelligent discus- 
sion of the problem with Members of Congress. While in outline form, it never- 
theless contains sufficient detail and documentation for effective presentation of 
the subject. It is expected, however, that county officials will supply from their 
personal knowledge additional local instances of burdensome tax exemption of 
federally owned property. 

This is truly an association project. This statement embodies information and 
ideas contributed by a large number of people over a period of many years. 
Many contributed to the final preparation of this draft. It is not possible to list 
all of their names here, but sincere thanks and appreciation is expressed to them. 
The persdns whose names are listed on the cover are only those who have had 
direct and immediate responsibility in the work. 

















DONALD ©. SoRIBNER, 
President, National Association of County Oficials. 
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STATEMENT FOR NATIONAL ASSOCIATION OF COUNTY OFFICIALS IN SUPPORT or 
CONGRESSIONAL AcTION To AUTHORIZE PAYMENTS IN LIEU OF TAXES ON FEDERAL 
REAL PROPERTY 

I. GENERAL 


Over a period of nearly 4 decades from the beginning of the First World 
War, local governments have squirmed, adjusted, curtailed services, and sur- 
rendered sovereignty under the increasing impact of exemption from taxation 
of increasing amounts of property held by the Federal Government. The exemp- 
tion had existed, of course, from the birth of the Nation, but its impact be- 
came extremely acute and burdensome with greatly increased acquisition by 
the Federal Government of valuable property removing substantial additional 
portions of the tax base of local taxing jurisdictions. One classic example was 
acquisition by the Federal Government during the First World War of the 
docks at Hoboken, N. J. This removed permanently from the reach of the 
local tax collector about 15 percent of the tax base of that particular taxing 
jurisdiction. County officials were among the first to protest, and throughout 
the years they have been at the forefront of the growing parade of those de- 
manding relief. The reason was and is that counties must rely for revenue 
almost entirely, and more than any other of the jurisdictions, upon the general 
property tax. Therefore, counties have been hurt most by the exemption from 
taxation of the increasing property holdings of the Federal Government. 

In 1946 we drafted the first overall comprehensive bill to provide a general 
plan for payment, after reasonable exemptions, on all federally owned real 
property. Our draft was introduced in both Houses of Congress the next year 
as S. 959 and H. R. 2725 of the 80th Congress. This draft was considered to 
be an acceptable framework upon which solution of the problem might properly 
commence. The essential principles of it have appeared in bills introduced in 
every Congress since 1946, including the present Congress. We have testified 
extensively in congressional committee hearings and have participated in num- 
erous considerations of this problem by administrative agencies. We shared 
in drafting the original bill after which Public Law 388 of the present Congress 
appears to have been patterned. We also assisted in preparation of the so-called 
Budget Bureau bill of 1951. We think we have heard all of the objections that 
have been conceived to payments in lieu of taxes; we think they have been 
shown and now can be shown to be inadequate in substance as reasons for 
longer denying relief; we think there never has been greater awareness at 
every level of government, especially in the Congress, of the need to solve the 
problem. In this atmosphere, and fortified by the recent recommendations of 
the Commission on Intergovernmental Relations, we approach Congress with 
confidence this year that relief from this long-standing and increasing burden 
is now to be provided. We are confident, that is, that this Congress will act 
favorably upon the recommendation of the Commission on Intergovernmental 
Relations to “inaugurate a broad system of payments in lieu of property taxes 
to State and local governments.” 

We shall not make an attempt to add new facts. The facts are well known, 
having been recited before congressional committees many times and having been 
tabulated and recorded in many studies other than before congressional com- 
mittees. The essential facts, brought up to date, appear in the reports of the 
Commission on Intergovernmental Relations, including the report of the study 
committee on payments in lieu of taxes. The Commission report is supplemented 
by another recent document, Senate Document 32 of the present Congress. This 
is an inventory prepared by the General Services Administration of all real 
property owned by the Federal Government. The study was completed in 1954 
and the report released in March of 1955. As further reference to the facts, 
without repeating them here, we attach a bibliography of studies and statistics 
as exhibit A to this statement. We propose here only to outline the case for 
payments in lieu of taxes, supplement it by references to enough specific situa- 
tions for illustrative purposes, present the views of the National Association of 
County Officials on particular phases of the problem, and in connection there- 
with point out the lack of persuasive force under the circumstances in any of 
the several objections likely to be asserted. 


Il. THE CASE FOR PAYMENTS IN LIEU OF TAXES 


The present plight of local government resulting from Federal tax exemption 
stems from the constitutional doctrine of sovereign immunity of the Federal 
Government from the taxing jurisdiction of any other unit of government. The 
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classic delineation of the doctrine by the Supreme Court of the United States had 
reference to an attempt by a State to levy a tax upon an instrumentality of 
the Federal Government (McCulloch v. Maryland, 4 Wheat. 316). This was in 
1819, at a time before the Federal Government had become definitely established 
beyond vulnerability to attacks from the States. There was genuine appre- 
hension that State encroachment could impinge dangerously upon the domain of 
the then fledgling Federal Government. It was then wisely observed that the 
power to tax is the power to destroy. Fortunately, on that side the power was 
recognized at the initial attempt to exert it, and it was repudiated long before 
any actual destruction was imminent. On that side the power was never allowed 
to be exercised. Unfortunately, on the other side it was not authoritatively 
proclaimed at an early date that the power to withhold from taxation is like- 
wise the power to destroy; i. e. to destroy a governmental authority dependent 
upon taxes for revenue. We allowed this power to withhold from taxation to 
be exercised, failing to note the tendency of it until actual destruction of local 
governments had not only become imminent, but was actually in process. The 
impact upon local government has been severe, reaching burdensome proportions 
about the time of the First World War and increasing constantly thereafter. 
Acceleration of Federal acquisitions of real property during the past two decades 
has had a more acute impact largely because it aggravated an already burden- 
some sitution. At least the difficulty is not properly to be limited to recent 
acquisitions. These were, so to speak, essentially the addition of insult to long- 
standing injury. 

In some instances, as much as 20 percent of the tax base of particular taxing 
jurisdictions has been acquired by the Federal Government and removed from 
the local tax rolls in a single year (Clay County, Nebr., for example). Federal 
ownership of property is not restricted to any particular area but in general is 
spread over the entire country, as shown by Senate Document No. 32 of the 
84th Congress and by the several items contained in exhibit B, attached hereto. 
This exhibit is an indication by States of the extent of Federal ownership of 
property and some specific instances found to be particularly burdensome upon 
local government. No State has escaped the burden entirely, although this is 
not true as to local jurisdictions within States and some States are much more 
heavily burdened than others. These circumstances impose upon particular lo- 
calities an unfair share of the cost of Federal activities for the general good. The 
burden consists in very major part of loss of revenue, but this is not all. Federal 
ownership of property generally brings with it an increase in demands for public 
service. People attracted to Federal projects require more schools, roads, police 
and fire protection, water and sanitary service, and public assistance. It is 
this two-pronged effect which strikes at the heart of local government. In 
some instances it has advanced far toward complete destruction of local govern- 
ment. The trend in that direction is general. 

xtreme circumstances have induced open conflict between local and Federal 
authorities involving near defiance by each of the authority of the other. 
Such occurred in the village of Cuyahoga Heights, Ohio, in 1953. The village 
of 713 population provided services to large factories within its corporate limits 
and to 38,000 workers who came daily from outside the village to work in the 
factories. The Air Force acquired title to a piece of property in the village 
upon which to build a large manufacturing plant. Removal of this property 
from the tax rolls caused an annual tax loss to the village of about $90,000, 
and the plant to be erected, together with the additional people to work in it, 
promised heavily increasing demands for public services. Application for a 
building permit was denied by the village authorities, and for weeks tension 
mounted with accompanying bitterness and almost an open clash. On one side 
the Air Force threatened to start construction without a building permit, and 
on the other the village officials pointed with determination to a penal statute 
providing a heavy fine in such circumstances. Ultimately a compromise was 
worked out, but the seriousness of the impact of Federal tax exemption upon 
the local government has not been forgotten. (For details, see “Payments in 
Lieu of Taxes to Cuyahoga, Ohio” by Oscar Dunn, County Officer magazine, July— 
August 1953.) 

No adequate tax substitute to replenish the depleted coffers of local govern- 
ments has as yet been devised, nor is any reasonable substitute in prospect. 
Adjustment of the inequities as between taxing jurisdictions cannot be accom- 
plished to any degree whatever by local action. It can be accomplished only 
to a limited degree by State action. It can be accomplished completely only 
through the authority of the Federal Government. But it is unnecessary at this 
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late date to construct a case initially to show the need of local governments for 
relief from the burdens flowing from Federal tax exemption. This need now is 
and for years has been generally recognized. Among the many instances of such 
recognition, the following are typical and sufficient to establish fully that a 
general problem exists which ought to be solved. 

The matter had become of top level Federal concern at least as long as 20 
years ago. In December 1935, the President appointed a special committee 
of department heads “to make a study of Federal ownership of real estate and 
of its bearing on State and local taxation.” After a 3 years’ study, the committee 
made its report in October 1988. (H. Doc. 111, 76th Cong., 1st sess.) This 
committee made three recommendations as follows: 

“(1) That all branches of the Federal service be directed to declare completely, 
accurately, and promptly their surplus land and improvements in order that a 
prudent use for such properties may be found or that they may be offered for 
sale. 

“(2) That the procurement division of the Treasury Department continue to 
maintain a current permanent record of all Federal real estate in order that 
there may be constantly on file available and dependable information with respect 
thereto, 

“(3) That there should be constituted a Federal real estate board composed 
of a representative from each of the governmental agencies in charge of con- 
siderable holdings of Federal income-producing property, a representative from 
the Procurement Division, and a representative from the Bureau of the 
Budget. * * *” 

This report pointed out that the Federal Government then owned 20 percent 
of all land in the United States and about 3 percent of the value of all real 
property as assessed for tax purposes. 

The recommended real estate board was created by Executive Order 8034 on 
January 14, 19389. After more than 4 years of further study, this board filed 
its report in May 1943 (H. Doc. 216, 78th Cong., Ist sess.). The board concluded 
inter alia ‘‘The Congress has authorized a number of different procedures pro- 
viding for contributions to State and local governments with respect.to Federal 
real estate. These procedures have not fully taken care of the problem, how- 
ever, as evidenced by complaints from local taxpayers and representatives from 
State and local government and by introduction in recent sessions of the Con- 
gress of numerous bills dealing with this subject.” 

The “current permanent record of all Federal real estate’ recommended in 
the October 1938 report was also undertaken and an inventory of Federal real 
property was created and maintained for a few years. However, it was not 
popular with the land-holding agencies of the Government, and they failed to 
cooperate in reporting their acquisitions and transfers of land. This reporting 
was claimed to be a drag on the war effort, and the inventory became gradually 
incomplete and obsolete until it was abandoned entirely in 1943. In 1944 a 
House committee discovered that “no one Government agency has a complete 
list of the ownership of all federally owned lands.” (H. Rept. 1884, 78th Cong., 
2d sess., p. 50.) 

The Congress also had the problem under study on a number of occasions as 
indicated by congressional committee reports listed in exhibit A attached herete. 
In September 1944 a House committee reported: ‘Testimony throughout the 
hearings brought out the fear by citizens generally that the trend in the direction 
of Government ownership of property constitutes a major threat to the solvency 
of local government. * * * It was brought out that the greatest hardship exists 
in small political subdivisions where a proportionately large amount of their tax 
base has been removed. In the large political subdivisions the effect is more 

difficult to detect, although this fact does not conceal the apparent inequities 
which exist. * * * Moreover, it was pointed out that hardships in the larger 
political subdivisions will become more apparent when the war activity ceases 
and conditions return to normal.” (H. Rept. 1884, 78th Cong., 2d sess., p. 12.) 

In June 1947 a Senate committee, which had made a study of the tax-exempt 
status of Federal real property, reported: “The testimony established beyond 
doubt the dire need for immediate legislation to relieve local governments from 
an excessive and inequitable tax burden.” (S. Rept. 270, 80th Cong., 1st sess.) 
It is interesting to note that this report lists 48 different statutes then on the 
books authorizing contributions by the Federal Government to State and local 
governments in relation to Federal landholdings. Nevertheless, the report 
continues: “The Congress has recognized the necessity for allowing taxation of 
federally owned properties, but the diversity in the method of payment has re- 








































i ee ee 


PAYMENTS TO STATE OR LOCAL TAXING UNITS 365 


sulted in inequities and in the failure of the Federal Government to adequately 
compensate the local governments for Federal property within their jurisdictions 
which should be subject to taxation.” Occasion was taken in this report for the 
further observation that “From the activities of the various governmental 
agencies, there has developed a Federal policy of land acquisitions which stresses 
Federal ownership and control of all resources of the United States. This policy 
is inimical to the proper and full development of many of the States of the 
United States and seriously impairs the entire tax structure of such States and 
their political subdivisions.” 

In April 1949 a 2-day meeting was held by representatives of the various levels 
of government at the call of the Secretary of the Treasury to consider inter- 
governmental fiscal relations. At that time the need was recognized for action 
to provide an overall comprehensive plan for payments in lieu of taxes on Federal 
real property. The Director of the Bureau of the Budget, one of the participants 
in the 2-day meeting, accepted responsibility for having a bill prepared for sub- 
mission to the Congress. More than 2 years were consumed in this task; how- 
ever, on August 16, 1951, a draft of a bill was finally transmitted to the Con- 
gress with Executive Communication No. 722. The communication described 
the background of the project and set forth an explanation of the provisions of 
the draft. Soon, this so-called Budget Bureau bill was introduced in both 
Houses of Congress as S. 2268 and H. R. 5223 of the 82d Congress. The Budget 
Bureau explanation contained in Executive Communication No. 722 pointed out 
that the draft bill “reflects a general presumption that property tax costs of 
property devoted to activities that are predominantly of national interest should 
be borne largely by Federal taxpayers.” 

The most recent study and report from the executive branch of the Govern- 
ment is that of the Commission on Intergovernmental Relations. The Commis- 
sion has recommended inauguration of “a board system of payments in lieu of 
property taxes to State and local governments.” The most recent congressional 
action in the field is the enactment of Public Law 388 during the last session of 
the present Congress. This bill became law upon approval by the President on 
August 12, 1955. By its terms, it is a temporary measure to provide relief from 
an especially acute hardship pending action on the broad recommendation of the 
Commission on Intergovernmental Relations. 

There is one additional consideration relative to the subject generally that 
goes far to negative much of the opposition heretofore asserted against pay- 
ments in lieu of taxes. It is said, for example, that the financial burden on 
the Federal Government is too heavy. The National Defense Establishment 
has frequently invoked the need to conserve the defense dollar. There is urgent 
protest against the possibility of the so-called windfall situations. It is some- 
times contended that buildings used for regular governmental functions, as 
distinguished from commercial-type property, ought not to be subject to pay- 
ments in lieu of taxes. Again it is said that the cost of local services, post 
offices, and other such property primarily for local benefit ought not to be the 
burden of the Federal taxpayer. All of these and related arguments fall flat 
in face of the fact that the Federal Government does in fact bear the burden of 
local taxes in relation to a major portion, if not the vast majority, of Federal 
functions. Obviously, the proportionate amount of State and local taxes is 
embodied in the price of every item of goods bought by the Federal Government 
from private industry, whether by direct purchase or by lease or charter or other 
arrangement transferring any property interest from private to public owner- 
ship. This is true of every item purchased, from paper clips to jet bombers. 
It is true, of course, with respect to an office building or post office which is 
leased. The price of automobiles which are purchased necessarily reflects the 
tax on the plant where they were produced, and the millions of dollars of trans- 
portation purchased by the Government each year is priced to cover the State 
and local taxes levied upon the real and personal property needed to supply the 
service. In all this, the only protection to the Federal Treasury or against wind- 
fall tax payments is the safeguard inherent in State and local tax administra- 
tion. 

Yet in all this area of Government expenditure necessarily involving usual 
and ordinary taxpayments, no catastrophe has befallen us. Indeed complaint 
is seldom, if ever, heard nor does there seem to be an awareness of the situation 
except in occasional instances when some Federal agency comes up with the 
idea that purchase of a plant presently leased would produce a saving to the 
Federal taxpayer in the amount of the tax on the plants. On the contrary, the 
present tendency is strongly toward getting the Government out of business 
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with increasing Government procurement from taxable industry with attendant 
increasing burden upon the Federal Government to meet its share of the taxes 
imposed upon the private enterprise from which it purchases. (See Bulletin 
No. 55-4 of the Bureau of the Budget, January 15, 1955, and compare 8S. 1003 
and H. R. 279 and similar bills in the present Congress. ) 

The foregoing circumstances demonstrate that claimed dire consequences that 
would flow from a comprehensive plan for payments in lieu of taxes are largely 
imaginary and not likely to arise in actual operation of such a program. More- 
over, a requirement for payments in lieu of taxes would likely accelerate the 
current effort to get the Government out of business, lending new inducement to 
disposal of any property now held by the Federal Government in excess of that 
necessary for discharge of Federal functions, 


Ill. THE POSITION OF THE NATIONAL ASSOCIATION OF COUNTY OFFICIALS 


The National Association of County Officials has by formal resolution agreed 
to and accepted the recommendations of the Commission on Intergovernmental 
Relations, with certain exceptions as follows: 

Be it resolwed by the National Association of County Officials in conference 
assembled at Richmond, Va., July 20, 1955, That NACO does agree with the basic 
premise of the Commission that Federal real-property holdings create inequities 
as between Federal and local taxpayers; NACO concurs with the Commission’s 
developing logic that true equity in this situation can be achieved only by some 
system of taxation, payments in lieu of taxation, and a set of shared revenue 
plans; and NACO does formally accept and agree to the final conclusions of 
the study committee as endorsed by the Commission on Intergovernmental Rela- 
tions with the following four (4) exceptions: 

1, No exemptions from payment in lieu of taxes should be permitted in behalf 
of military installations or Federal office buildings, either owned or leased, unless 
the use of such buildings is either of strictly local benefit or of completely uni- 
versal nature and hence common to all or most communities in the Nation. 

2, The use of any cutoff date is disapproved by NACO. 

3. We object to any arbitrary provisions designed to prevent so-called wind- 
fall payments, since many apparent windfalls only represent a repayment to 
local taxpayers of those sums they have expended for many years in support of 
their local governmental institutions and services which rightfully should have 
been paid by all Federal taxpayers. 

4. We do not desire at this time the inclusion of provisions for payments in 
behalf of any federally owned personality. 

1. Our first exception is directed to the recommendation of the study com- 
mittee No. le at pages 6-7 of its report where office buildings and military and 
naval installations are recommended for exemption from in-lieu payments. 
Also pertinent is recommendation No. 5 at page 9 of the committee report. This 
calls for transition payments pursuant to which certain properties would be 
subject to in-lieu payments decreasing over a period of 10 years with no pay- 
ments after 10 years. 

We think exemptions should be tested by two criteria. First, property of a 
character evenly distributed throughout the country, such as post offices, may 
properly be excluded. Whatever may be the impact of such property on local 
tax bases, great inequity does not result. The distribution is universal in nature 
and common to all or most of the communities so that one does not bear any 
heavily unjust burden for the benefit of another. Second, property that serves 
peculiarly a local interest, such as an irrigation or a sanitation project, may 
properly be excluded. Whatever the impact of such property upon the local tax 
structure, inequity does not result since both the benefit and the burden are 
local. In such circumstance, no burden is borne by one locality for the benefit 
of the other. Office buildings of the Federal Government may or may not come 
within one of these criteria. If they do, they are to be excluded from a scheme 
for payments in lieu of taxes for the reasons stated. But if they are not gov- 

erned by one of these criteria, there is no reason for excluding them. These 
criteria are invoked by the study committee, but beyond these tests the com- 
mittee would grant still further exemptions (especially after 10 years) for 
certain other property including office buildings and military installations. 
There is nothing about an office building per se which warrants its exclusion 
from payments in lieu of taxes. Military installations are plainly not excludible 
under either of the stated criteria and, accordingly, they ought to be unquali- 
fiedly subjected to payments in lieu of taxes. 
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2. The so-called cutoff date is most distasteful to county officials. This is the 
provision of recommendation No. 4 of the study committee at page 9 of its report. 
Recommendation No. 5 at the same page for transition payments is a corollary 
to the cutoff date idea and therefore largely subject to the same objections as the 
cutoff date. We think the concept involved in these two recommendations is 
unrealistic and arbitrary and without support in reason. 

In considering this circumstance, let us remain aware that this cutoff date 
is an across-the-board exemption of properties not otherwise considered to be 
appropriate for exclusion from payments in lieu of taxes. This cutoff exemption 
is purportedly justified solely by reason of the length of time the property has 
been in Government ownership. In this respect, it is recalled that vast amounts 
of property would be excluded on other grounds which would include all of the 
public domain, all property which is widespread and distributed generally across 
the Nation, all property used primarily for local benefit, stockpiles of strategic 
and critical materials, and all property that would be exempt under any State 
law if privately owned. Morover, allowance would be made under the Commis- 
sion recommendations for local type services rendered on one side by the Federal 
Government and for such services on the other side not rendered by the locality. 
Thus, the property upon which payment in lieu of taxes is to be made is first 
rigidly restricted by the concept that the amount of the payment shall be geared 
to reimbursement for out-of-pocket losses, so to speak, resulting directly from 
Federal tax exemption. For these restrictions, some reason can be mustered, 
and while we have serious doubts as to the wisdom of some of them, we have 
accepted them because they are not wholly unreasonable, but so much cannot 
be said for reducing the base still further solely on the ground that a burden 
horne for a certain period of time ought not to be relieved. Application of the 
recommended restrictions and limitations other than the cutoff date will reduce 
the amount payable rigidly to that equal to out-of-pocket loss to the locality. 
Thus, the cutoff date would operate to prevent reimbursement, in part, for 
admitted out-of-pocket tax loss to the locality. This is directly in the teeth of 
the basic philosophy of the whole matter. 

Since the cutoff date recommended by the study committee would apply to 
properties described in the committee’s recommendations Nos. 2 and 3, we may 
illustrate by considering a commercial and industrial property of the character 
specified by recommendation No. 3. To be specific, let us assume two factories 
located in separate taxing jurisdictions, identical in every respect except that 
one was acquired by the Federal Government before and the other after the cutoff 
date. Both require costly public service for streets, water, sanitation and police 
and fire protection. Both employ a large number of people who use the schools, 
the courts, the health and cultural services and who provide their share of 
dependents on the welfare roll. Suppose, for example, that this was in the 
village of Cuyahoga Heights, Ohio, mentioned earlier in this statement. From 
the desk of the local budgeting officer, it plainly makes no difference whether 
the property has been held by the Government 1 year or 100 years. His problem 
is the same. Both plants require added local services and both constitute a 
part of the primary and traditional base to which he must look for added revenue. 

A not rare aggravation of such a situation is one in which real estate has been 
owned, but unimproved, by the Federal Government for a long time with improve- 
ments of recent origin. The improvements, especially the people attracted by 
the improvements and use of the property, require greatly increased public service. 
In such situations the time of acquisition of the land is obviously devoid of 
significance. The significant time is that at which use of the property increased 
the public service required in relation to it. The Presidio in San Francisco 
illustrates both aspects of the problem as it appears to local budget officers. For 
details see exhibit C attached hereto. 

What reasons are asserted in support of the cutoff date? The study com- 
mittee invokes “practical considerations” (par. 5, p. 35, of the report). At pages 
68-69 of its report, the study committee has elaborated to this extent: 

“Most students of the problem have concluded that equity does not require 
initiation of Federal payments on properties whose nen-contributory status has 
become integrated into the economic and fiscal life of the community. On 
properties long in Federal ownership, local tax rates and local values have 
grown up around the Federal tax immunity. Adjustments have been made. 
Equity requires no molestation of such cases. 

“The cutoff date of September 8, 1939, is recommended because, as the date 
upon which the commencement of the national emergency was declared, it 
may be taken as the starting time of the enormous expansion of Federal property 
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ownership accompanying the national-defense program. Some representatives 
of Federal agencies advocate a later date because it would reduce the Federa) 
administrative and economic burden of discharging tax and paying-in-lieu re- 
sponsibilities. * * * However, some date is necessary to avoid unsettling 
settled cases * * *.” 

We cannot accept and we think Congress ought not to accept this generaliza- 
tion. If the proposition is so apparent that it merits no more than this sum- 
mary disposition by the study committee, then abundant specific facts to sup- 
port it ought to be at hand. Congress should require presentation of such 
facts. Indeed, we think the circumstances are such that specific facts should 
have been included in the committee report since vigorous objection to any 
cutoff date was voiced before the study committee. It has not been, as the 
committee seems to indicate, a relative noncontroversial matter. 

The lack of a bibliography in support of the claimed conclusions of ‘most 
students of the problem” is significant under the circumstances. So far as 
we are aware, there has been no study discovering, or even designed to discover, 
any specific adjustment, or any specific change in land values, or any specific 
change in tax rates, or a single settle case which ought not to be unsettled 
tending to support the conclusion. Over the years, proponents of this cutoff 
date have repeatedly attempted to justify it on the basis of the generalization 
stated by the study committee. Likewise over the years, the National Associa- 
tion of County Officials has repeatedly challenged the generalization on the 
ground here asserted that it cannot be supported by facts. No facts to support 
it have been forthcoming, and we believe that none exist. We believe, that is, 
that not a single instance can be cited of a tax change or a change in land 
values or a change in any other respect that would tend to support the gen- 
eralization and conclusion of the study committee. 

Possibly some of the adjustments which have in fact been made responsive 
to Federal tax exemption over a long period of time can be identified. A likely 
one is curtailment of local services. Yet equity hardly requires that such cur- 
tailment be made permanent. Another would seem to be increased tax burden 
on neighboring property, hardly so equitable in nature that perpetuation of it is 
desirable. A third possibility is increased State and Federal aid with attendant 
surrender of local sovereignty, but equity in the circumstances has no persuasive 
force against stopping or possibility revising this trend. 

The committee would require payments to be made on that property which it 
calls the “enormous expansion of Federal property ownership accompanying 
the national-defense program.” This is upon the theory apparently that almost 
everything would thereby be taken care of and that the pre-1939 hardships, 
being few, may be ignored. It is true that burdensome situations were fewer 
prior to 1939. But denial of relief from recognized hardship solely because it 
involves relatively few instances simultaneously with granting the relief to 
the majority, would fall far short of established congressional standards of 
fairness. Complaint from the Federal agencies that there will be less admin- 
istrative difficulty if we have a cutoff date rigs flat to us in the county court- 
houses. We have our troubles, too, trying to provide services despite reductions 
in our tax bases, involuntarily imposed upon us. 

3. In our exception No. 3 to the recommendations of the Commission on 
Intergovernmental Relations, we wish to stress the word “arbitrary.” We ob- 
ject to any arbitrary provision designed to prevent so-called windfali pay- 
ments. Our concern arises as much from our knowledge of the background of 
this recommendation as from the literal wording of it. It will be noted that 
the recommendation would place in a Federal agency final authority to decide 
questions of whether, for example, (@) a proposed payment would confer an 
“unwarranted” benefit upon the local jurisdiction and (b) the payment is “fair 
and reasonable.” There is longstanding and wide difference of opinion between 
local and Federal officials on this windfall issue. Both are agreed that wind- 
fall payments, enriching localities beyond proper charges for local services 
are undesirable and are not contempated. The difference arises as to what 
constitutes unwaranted benefit to the localities and what is fair and reasonable 
payment. The recommendation of the Commission would likely result in full 
adoption of the point of view of Federal officials on these issues on which local 
officials have a widely divergent view. 

We realize the justification for Mr. Folsom’s objection to the study commit- 
tee’s findings at this point, as they are set forth in footnote 3, on page 66 of the 
study committee report, but we feel constrained to disagree with his conclu- 
sions on the ground that he has perhaps approached the problem from the wrong 
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angle. Mr. Folsom points out that the study commitee’s recommendations 
would have the proposed Federal Review Board review local budgets with 
an eye toward fixing Federal contributions thereto, and we agree that this 
would be both unsound and cumbersome. There is, however, in every State, a 
presently functioning method of review of the assessing and tax-levying author- 
ity of local governments by the regular legal processes of each State. It is our 
belief that some unarbitrary procedure can be evolved in actual operation of a 
pay-in-lieu program, which would be based upon these methods of appeal and re- 
view which would safeguard both the interests of the Federal Government and of 
the local taxpayer without necessitating the creation of another Federal review 
board. 

To view any single annual payment in lieu of taxes in behalf of federally 
owned property solely against the background of other local tax payments will 
almost invariable lead to a distorted conclusion as to the relative shares of the 
costs of rendering local governmental services. Many other factors must enter 
into such an evaluation. 

For example, much federally owned property has been off the local tax rolls 
for many years, and the total burden of governmental costs has fallen upon the 
owners Of taxable real property in the area. Not only have these installations 
not been carrying a proportionate share of the costs of governmental services 
they have been receiving, but the taxpayers have paid a sum in addition to 100 
percent of the normal county budget to defray costs of extra services occasioned 
by existence of the facilities. In many cases the totals of this extra burden have 
been considerable and the tendency has been toward denial of needed services 
to the public to ease the tax burden and therefore a backlog of needs has arisen 
above existing operations. Heretofore nontaxable Federal property should 
bear its share of the burden, not only of easing the load on private citizens but 
also to cut down this backlog of unsatisfied needs. Figures from Pierce County, 
Wash., illustrate these conditions. See exhibit D attached hereto. 

We do not ask that windfall payments be made willy-nilly, and without regard 
to the true equities of each situation. We ask only that no arbitrary provisions 
be included in the general legislation which would prevent the achievement of true 
equity in each instance. We are concerned, moreover, that power be not granted 
to prevent what some people may eroneously think are windfall payments. 

4. Our exception No. 4 is in the nature of a concession and would not seem 
to require argument in support of it. As a general proposition, we think it de- 
sirable that tangible personal property be responsible for taxes to State and 
local governments. However, that area provides complications and gives rise 
to objections difficult ot handle at this time. We have fears that an attempt to 
work out these complications now would enhance the legislative task to the point 
of further delay in getting anything done. It would be a large and very bene- 
ficial step to provide for payments in lieu of taxes on real estate at this time, 
leaving the matter of personal property for a later date. 
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Exurisit B 


General distribution of federally owned property is shown by the following 
table compiled from an Inventory Report on Federal Real Property (S. Doe. 
82, 84th Cong., Ist session). Selected specific instances are indicated by page 


numbers in the right-hand column. 


Value of federally Value of federally 
State: owned property | State—Continued owned property 


Alabama * $725, 385, 000 $416, 952, 000 
Arizona 458, 115, 000 ) * 268, 586, 000 
Arkansas 441, 220, 000 New Hampshire__- 42, 084, 000 
California *3, 351, 315, 000 New Jersey__----- 609, 277, 000 
Colorado 11, 834, 569, 000 New Mexico 589, 972, 000 
Connecticut 102, 613, 000 New York *1, 307, 846, 000 
Delaware 44, 258, 000 North Carolina_._- 478, 115, 000 
Florida 622, 347, 000 North Dakota___._ 832, 402, 000 
i 651, 574, 000 i 945, 466, 000 
* 992, 631, 000 515, 064, 000 
eta 945, 851, 000 Oregon 496, 136, 000 
Indiana 627, 806, 000 Pennsylvania * 1, 150, 337, 000 
Iowa 180, 185, 000 Rhode Island__-_-- 213, 790, 000 
ee ee eS 473, 926, 000 South Carolina____ 387, 932, 000 
Kentucky 783, 853, 000 South Dakota__.._ 7136, 134, 000 
Louisiana 424, 257, 000 Tennessee______ —- * 988, 763, 000 
i 196, 452, 000 Texas_...._.._._.__ “1, 440,804, 000 
Maryland 1, 071, 686, 000 * 341, 540, 000 
Massachusetts__-__- 541, 549, 000 Toe 17, 508, 000 
Michigan 404, 647, 000 Virginia 1, 320, 852, 000 
Minnesota 191, 902, 000 Washington * 1, 685, 183, 000 
Mississippi 228, 087, 000 West Virginia_____ 224, 223, 000 
Missouri 567, 096, 000 Wisconsin______.. * 219, 223, 000 
Montana 387, 742, 000 Wyoming 


1 For specific illustration see pages following. 
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ALABAMA 
Russell County 
In Russell County, Ala., about 12,000 acres of land were acquired by the Federal 
Government in 1940 in connection with Fort Benning Military Reservation. This 
effected a substantial loss in the tax base of the county. 


CALIFORNIA 
San Diego County 

On October 11, 1955, the county assessor of San Diego County reported as 
follows: 

“Our best example of undue hardship by reason of Federal ownership of prop- 
erty is the acquisition by the Federal Government of the Santa Margarita Ranch 
which is now known as the Camp Pendleton Marine Base. Five school districts 
had their tax base cut from 30 to 79 percent when this property was taken by 
the Federal Government. Only 1 of the 5 school districts, i. e., Fallbrook Union 
School District, has surpassed the tax base prior to the taking of Santa Margarita 
Ranch. At the same time, the school enrollment has increased in the two major 
districts, the elementary district in Fallbrook from 231 to 1,359 students, and 
the Oceanside Elementary School from 616 to 2,654. 

“In the high school, Fallbrook has increased from 117 to 353 and the Oceanside- 
Carlsbad High School District from 380 to 803. 

“During this same period the Federal Government has received in short-term 
lease payment enough to completely pay for the capital outlay for the acquisition 
of the ranch area. At no time during this period has there been an attempt to 
cooperate with local taxing officials with long-term leases that would give an 
assessment on any of these holdings by private individuals.” 


COLORADO 
Arapahoe County 
Land taken by the United States in 1938 and 1939 for Lowry Air Field caused 
a tax loss to this country of more than $11,000 per year. 


IDAHO 


The county clerk of Adams County reported on October 10, 1955, as follows: 

“Instances of hardships resulting from Federal tax exemptions in Adams 
County are as follows: 

“First. A trade of select timber by the Forest Service for taxpaying lands 
belonging to the Boise Payette Lumber Co. giving the company the right to grow 
this selected timber from December 23, 1935, to January 1, 1955, on Federal 
lands, thus depriving Adams County of taxes on the lands and also depriving 
the county of the 25-percent stumpage on the timber when finally cut as of 
January 1, 1955. No taxes were paid on the lands after the trade on December 
23, 1955. This deal was known as Case 1, Timber, and is on file in the forest 
office at Council, Idaho. 

“Second. A trade of lands from Boise Payette Lumber Co. to Forest Service 
Jauary 1, 1940, for selected timber on other forest lands also retaining cutting 
rights on the lands transferred to the Forest Service with January 1, 1958, being 
the deadline for cutting with no stumpage to be paid on such selected timber. 
Thus, the county was deprived of its 25-percent stumpage. The Boise Payette 
Lumber Co. grew timber on Federal land tax free for a period of 18 years before 
taxes were put on the growing timber. The county is at present losing the 
stumpage on these lands and until all cutting under this contract is completed 
in 1958.” 

NEVADA 


The executive secretary of the Nevada Association of County Commissioners 
reported the following on October 12, 1955: 

“In answer to your question as to a specific instance in Nevada of hardship 
resulting from Federal exemption will advise that there are any number of such 
instances. Possibly mention should be made of the large Army installations at 
Las Vegas and near Reno in the Navy depot at Hawthorne. Large areas of 
public domain have been set aside in Clark and Nye Counties for aerial gunnery 
ranges and has reduced our stock range a great deal. These installations will 
have a heavy impact on the financial resources of the counties.” ; 
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NEW YORK 
Orange County 
The town of Woodbury in this county has lost land to the Federal Government, 
mostly in 1943, which reduces their annual tax yield by about $7,200. This land 
was taken for use by the Military Academy at West Point. 


OREGON 


A report of the County Judges and Commissioners Association of Oregon dis- 
closes the following: 


Acres 

Tete tana ares tm Wie Biante. oie es __ 61, 188, 480 
Ue TON a cere tities iain Unease tego dace diastated thea eit ldabisitecll 159, 360 
Teese i ied tabi bib abet ae 480 
ane” i bees 1, 275, 114 
Ey UTI a Secu eee 1, 116 
S| en a ak hia eka dons hiedewencbintnntieidelbeathilales 15, 580, 934 
er ee a al 261, 910 
I ai erie en nhc ate lied eet 10, 619 
CR NE ar ane ica ee Noe Spe eel apache Spica hiemial eaten hiegncs dois 26, 561 
OM i I I eect eeeli gs e lc — en knlnph dh ict bs hashish 2, 400, 000 
eee A Sees! 16, 545, 522 

ocee mies Seer) COMUIGE oe se i a So 36, 261, 616 


SOUTH DAKOTA 
Ziebach County 
The county auditor of Ziebach County reported as follows on September 26, 
1955 : 
“The following figures give a true picture of what we do receive for our non- 
taxable Indian lands and what we would actually receive if these lands were 
taxed the same as privately owned and taxable lands: 


Coen sncidhsnumesarehaniotometwennsmebenty 644, 438. 13 
I CNN sla htatil hte leis dsante ceed panvedetedereatensth $2, 223, 338. 00 
i eietihicn tinh scien mentiicnmnmmennivintueretnn’ 68, 440. 00 
SI ol crsianemptenahanenierentnaceliisineniiiien 2, 257. 55” 


Pennington County 


On September 24, 1955, the County Auditor of Pennington County reported as 
follows: 

“Here in Rapid City, we have a large area, known as the Sioux Sanatorium 
where there are many families living on the grounds and the personal property 
as well as the real estate is tax free. 

“And then we also have another problem that is rather vexing to our taxpayers. 
Indians coming from the reservations have bought homes in town and are enjoy- 
ing all the benefits of streets, schools, water, and sewage, etc., and still the 
property is claimed to be exempt from local taxes because it was purchased with 
Federal grant money. We feel that legislation should be put through to stop 
this kind of tax exemption.” 


TEN NESSEE as 


Carroll County 

Federal acquisitions between 1935 and 1939 for the Natchez Trace forest proj- 
ect removed $171,425 of the assesed value for county tax purposes. Acquisitions 
during 1940-41 for the Milan Arsenal removed an additional $254,350 from the 
assessed value of this county. 


Cheatham County 


The situation here is effectively stated in the following excerpts from a letter, 
dated December 1, 1955, from County Judge Neil Robertson: 

“Cheatham County did in 1952 lose about $250,000, based on our low assess- 
ments by virtue of the Corps of Engineers taking land for Cheatham lock and 
a They took most all of the good Cumberland River bottomland in this 
county. 

“The State and Federal Government operate a game refuge in this county 
containing approximately 23,000 acres. They have owned this since 1934 and our 
loss has been great. 








a oes 





Stink ek tea ale a a 


Sanath! 


NES asi in ahaa ati eat: atlas a 


ne 


PAYMENTS TO STATE OR LOCAL TAXING UNITS 373 


“The next land that the Government takes from this county we will insist on 
them taking the entire county. The additional tax that we would receive from 
this land would put us on easy street, instead of having a constant struggle for 


existence.” 


Montgomery County 

The situation in this county is revealed effectively by the following excerpts 
from a letter from County Judge W. D. Hudson, dated November 30, 1955: 

“During the years of 1939 and 1940, the Federal Government acquired under 
condemnation proceedings 68,000 acres of good farmland and improvements 
on same in this county. They took all of district No. 4, most of district No. 9, 
and part of district No. 3 for a military reservation which is now part of Fort 
Campbell. The value of this land was approximately $6 million and improve- 
ments on same amounted to approximately $2 million, making a total of $8 
million worth of property they acquired in Montgomery County, Tenn, All 
of this property has been taken out of taxation and the occupants thereon 
were ejected. In addition to the above land taken out of taxation, the Federal 
Government also took $500,000 worth of improved county roads. 

“Anything that the National Association of County Officials can do to remedy 
this great inequity in the form of tax replacement will have my full cooperation.” 


Wilson County 
Here the Corps of Engineers acquired approximately 11,000 acres having a 
valuation for tax purposes of about $2 million. 


UTAH 


Davis County 

In a recent report the chairman of the board of county commissioners reported 
as follows: 

“In the northern part of Davis County there are located three Government 
bases; namely, the arsenal, Hill Air Force Base, and Clearfield Navy Base. 
The arsenal and Hill Air Force Base cover approximately 5,410 acres and the 
Navy base covers approximately 840 acres. The lands occupied by these Gov- 
ernment bases represent approximately 13 percent of the comparable taxable 
lands of Davis County; and they are some of the best and most select lands 
from the standpoint of residential development and also from the standpoint of 
agriculture. 

“Considering the present appraised value of comparable lands, Davis County 
loses in taxes approximately $8,800 per year by reason of these Government- 
occupied lands being off the county’s tax rolls. Neither does this take into 
consideration the loss that the county sustains by reason of the fact that if 
these lands were still owned by private enterprise, a considerable part would 
already be covered by subdivisions and other business enterprises which would 
multiply their tax value to the county many times. 

“It is appreciated that the payroll from these Government bases does con- 
tribute greatly to the economy of Davis County; however, Salt Lake County 
by the same token benefits considerably more than Davis County and yet does 
not share in the loss of revenue sustained by Davis County. The other surround- 
ing counties also receive many benefits and yet do not bear the burden.” 


WASHINGTON 


Pierce County 
1. Of property acquired in Pierce County since 1939, the three largest units 


involve tax losses to the county as follows: 


Tax loss at Tax yield in 
1955 





time of 

acquisition 
United States naval air station ---.. 2.22.2... oie eek ce tees ee dene. $24, 124. 64 $35, 093. 50 
Neareetl ely ebutiemy Cinta a a ihe beds etiptat- cece do dgrepro ews oqen dad ecnit 732. 86 3, 201. 51 
WeCet: A I NEE TIO: cthtien ctiectatncnins ~cetenr tneternaeeenseacednsien 1, 159. 70 3, 636. 26 
be ii ob HitercrRbeL aes te bon es el 26,017.20 | 41, 930.27 





Nore.—All of these figures are based upon land plus improvements at time of aequisiiion. Value of 
improvements at the present time is not known. 
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2. Of property acquired in Pierce County prior to 1939, Fort Lewis is an 
outstanding example. It includes 85,588.03 acres, having an assessed value 
for tax purposes at the time of acquisition (land, improvements, timber) of 
$114,006. In 1939 this would have yielded a tax of $4,100.80 and in 1955 it 
would have yielded $17,049.60. 

Privately owned personal property (livestock for example) located on Fort 
Lewis Military Reservation is not subject to local property taxes. Concession 
Co. v. Morris (109 Wash. 46). It is held that the military reservation though 
surrounded by Pierce County is not part of Pierce County. No county authority 
could enter the reservation to administer county business. The reservation is 
like Washington, D. C. 

See exhibit D for costs of services required of Pierce County by reason of 
military installations. 


Kitsap County 


Naval installations illustrate the problem in Kitsap County. They are: 
Puget Sound Naval Shipyard, Naval Ammunition Depot, Naval Radio Station, 
Keyport Naval Torpedo Station, Camp McKean Magazine, Bangor Railroad, 
Camp Wesley Harris, Point Jefferson Degaussing Station, Manchester Naval 
Oil Depot, and East Park (naval housing). Figures from the office of the 
county assessor show an assessed valuation on the land occupied by these 
installations of $208,499,409. Both land and improvements would be assessed 
at $211,164,409. 


Benton County 


The county assessor in Benton County made the following report on September 
16, 1955: 

“Since 1939 approximately 300,800 acres have been included into the Hanford 
project. Seventy-five thousand acres more or less of the irrigated and platted 
lands were taken off the tax rolls of the county from 1941 to 1945. This land 
lying along the Columbia River had an assessed valuation in 1945 of $1,867,310. 
Also 110,800 acres more or less of grazing land was removed from the county 
rolls which was assessed at $0.75 per acre for a total assessed value of $83,000. 
The balance of the acreage in the project consists of 115,000 acres of Govern- 
ment owned prior to 1939 lands which, if they had been on the rolls, would have 
been assessed at $0.75 for a total of $86,250. 

“Here is the tax picture of this: 

Assessed value 
Fae. Sos to es keus 3 ceed. a OG W8} cs ldetiwsaea-ne $1, 867, 310 
110,800 acres 83 
115,000 acres 


Total, 300,800 acres 2, 037, 560 


(if on rolls), at 30 mills $61,126.80 tax per year at the time of acquisition. 

“If still in original use and all on the tax rolls in 1955, the total assessed valua- 
tion would be an estimated $2,338,700. At the average 1955 milleage of 45 would 
produce $105,241 tax money. 

“Since 1950, 2,683.43 acres of Columbia River frontage has been taken by the 
Government for McNary Dam project. This was some of the highest assessed 
land in Benton County. Over 750 buildings were moved out in 1952-53. The 
assessed value of land and improvements at the time of acquisition was approxi- 
mately $800,000. Average milleage of that area was 50 mills, for a loss of tax 
money per year of about $40,000. There has not been much change in that area 
in valuations or milleage since acquisition.” 


WISCONSIN 
Milwaukee County 


In the city of Milwaukee, Federal ownership (Department of the Navy) of the 
plant operated by A. O. Smith Corp. imposes a tax loss on both city and county. 
For the city the loss in revenue is $31,000 per year. The loss for the county, not 
exactly computed, would likely exceed this amount. Also a plant there recently 
transferred to the Air Force from the General Services Administration will cause 
an additional tax loss to both city and county unless payments are made under 
the authority of Public Law 388, 1st session, 84th Congress. 
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ExuHIsiT C 





STATEMENT REGARDING THE PRESIDIO AND Its Tax EXEMPT STATUS PREPARED BY 
RuSsSELL L. WOLDEN, Assessor, CITY AND COUNTY OF SAN FRANCISCO 







The Presidio currently occupies 1,480 acres, but perhaps the most desirable 
land in the city and county of San Francisco. San Francisco itself comprises 
only 29,050 acres, of which only 13,483 are subject to local assessment. The tech- 
nicians of this office using one of many possible projected developments of the 
Presidio acreage, estimate that the value of the land for assessment purposes, 
that is, the assessed value, would be $40,950,745. On our projection the value 
of the buildings would total $93,996,365, broken down as follows: 
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On the basis of that development, this would give over appoximately 15 percent 
more total assessed value in San Francisco than exists at the present time. It 
is obvious that the acquisition of Presidio lands would make an impressive 
change in the tax rate as well as in land value. 

The San Francisco School Department reports a total cost of providing edu- 
cation to the children of people working in and/or living in the Presidio at 
$443,948.52. Deduct from that sum $142,320 in ABA appropriation from the 
State and $89,291.38 of Federal aid for the San Francisco school system, and 
the net cost—$212,332.14 is paid out of the local tax rate. 

Insofar as the overall economic benefits to San Francisco are concerned, there 
is simply no comparison between the picture as it currently exists and the picture 
as it would be if the Presidio acreage were made available for local assessment 
and private development. I think it important and very relevant to a discussion 
of the Presidio situation to quote from House Report No, 2164, 80th Congress, 
2d session, dated June 2, 1948. 

“* * * Now, of course, the Army has prepared an ambitious building program 
which will utilize all of the Presidio. Much of this construction will consist of 
quarters for officers and enlisted men. The question is, then, whether military 
personnel need this housing more than the civilians. Also, the question is 
whether the Army should be authorized to undertake a building program, in a 
seriously congested community, on Army land which has stood idle for many 
years, the building program to extend over a 15-year period, rather than permit- 
ting the local community to realize the benefits of this property in the immedi- 
ate future. We recommend strongly “that the Committee on Expenditures in 
the Executive Departments, in conjunction with the Committee on the Armed 
Services, exhaustively study the present and planned utilization of this large, 
extremely valuable property in the city of San Fracisco * * *” 

To indicate the genuine concern of San Francisco as officially expressed in 
regard to acquisition of surplus Presidio properties, or realistic in lieu pay- 
ments), I refer to three resolutions adopted by the board of supervisors and 
signed by the mayor of San Francisco. One of them is tvpical of all and to 
illustrate their nature is copied in full. 


































RESOLUTION NO. 13975 





Whereas, time after time during the past several years this board of supervisors 
has urged relinquishment of such land within the Presidio as is not necessary 
for military purposes, for private residential development ; and 

Whereas, it becomes more and more manifest that considerable land within 
the Presidio is not necessary for military purposes and is vitally necessary for 
private residential development in expanding and progressive San Farncisco; 
and . 

Whereas, despite the several endeavors instituted for accomplishment of the 
objective herein referred to no definite action looking to the consummation thereof 
has thus far resulted : Now, therefore be it 

Resolved, That Senators Knowland and Kuchel, together with Congressmen 
Shelley and Mailliard, jointly be and are hereby respectfully urged to initiate and 
; prosecute to conclusion such legislation and/or other action as is necessary and 
: will result in relinquishment of all property within the boundaries of the Presidio 
of San Francisco not necessary for military purposes and for its sale for private 
residential development ; and be it further 
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Resolved, That through his Honor, Mayor Blmer BE. Robinson, Francis V. 
Keesling, San Francisco’s Representative, be requested to cooperate and assist 
in this endeavor in every manner which will be in aid of its early accomplishment. 
I hereby certify that the foregoing resolution was adopted by the Board of 
Supervisors of the City and County of San Francisco at its meeting of December 
28, 1953. 
Joun R. McGratu, Clerk. 
Approved December 31, 1953. 
Byron ARNOLD, Acting Mayor. 


Exnuitsit D 


STATEMENT PREPARED BY RicHArp C. WATTS, EXECUTIVE SECRETARY, WASHINGTON 
STATE ASSOCIATION OF COUNTY OFFICIALS 





In the case of Pierce County, Wash., for instance, the existence of the Fort 
Lewis Army installation and the McChord Field Air Force Base have created 
sizable additional burdens which had to be carried by taxable real property in the 
county for many years. Records kept in the office of the county’s road engineer 
for the period from 1951 through 1955 show that traffic in the residential areas 
adjacent to the fort and the field have totaled $324,788 in additional road con- 
struction costs, plus an annual estimated additional expenditure of maintenance 
funds of $50,000 per year, over and above that amount required for construction 
and maintenance of the roads had only nonmilitary traffic been involved. Much 
of the traffic generated by the two military establishments is composed of mili- 
tary personnel going to and from their residences in the Lakewood, University 
Place, Parkland, Roy, and McKenna areas. 

The above figures apply only to expenditures from the county road fund. 
The prosecuting attorney estimates that 36 percent of his $100,000 yearly budget 
is applied to the process of matters involving military personnel. Thirty percent 
of the sheriff's $276,000 budget is expended directly on problems of law enforce- 
ment involving the military. The Pierce County health department shows that 
rendering of public health services to military personnel and dependents reflected 
1954 costs in the following amounts: 


A. Maternal and child health services : 
ey UNI SNR el ee ee men eae tcewm me 25, 867 
2. School service 
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It can be seen that it would take several years of high annual payments in lieu 
to equal the additional burden which taxable property in Pierce County has 
been defraying for years in behalf of these two Federal holdings. 
Senator Humpurey. Would you like to make any comment with re- 
spect to Mr. Merriam’s testimony this morning ? 
Mr. Scriener. I don’t know what are our plans right now, but I 
would like to refer that question to Mr. Seegmiller. 
Mr. Sexemitier. This problem is so serious to the counties that they 
ae accept very gratefully whatever the Congress would feel could 
rovided. 
am sure we entertain the hope, however, the very sincere hope, 
that the Congress could devise a little broader base than the Bureau 
of the Budget recommended this morning, and perhaps develop some 
procedures and criteria a little less susceptible of restrictive interpre- 
tation. 
We would have some qualms about the criteria—— 
Senator Humpurey. Along the lines that Senator Cotton indicated ? 
Mr. Seeemmirr. Yes; along the lines that you were questioning 
about, Senator Humphrey. Some of those phrases seem to us to be 
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pretty indefinite, and I suppose that present administrative officials are 
perfectly fair, but it seems to us they interpret these indefinite phrases 
rather restrictively in cases of this sort, and we would like to develop 
something a little less open to restrictive interpretation. 

Along the lines that Senator Cotton was suggesting or interrogating, 
possibly this may be pertinent: We realize full well that we are not 
going to get exact definitions in this field, but in that respect I think 
we may well point out that we never have precision in the field of prop- 
erty taxation. After all, we have to approximate as best we can. 

I feel that my property is taxed too high in Montgomery County in 
relation to that of my neighbor, but someone has to make a judgment. 
The tax assessor made it, and I pay my taxes accordingly. 

So I think we might approach the problem from the point of view 
that we ought not to get entangled too much in the attempt to get pre- 
cision; we will have to have something a little less than precision, as 
is customary in this field. 

I believe that is all. 

Senator Humpnrry. Mr. Nobleman is so deeply involved in this as 
the professional staff member who is handling this subject for the com- 
mittee, that I want to permit him to interrogate as we go along. 

Mr. Nosteman. Thank you, Mr. Chairman. I think we ought to 
have for the record some indication from organizations such as yours, 
recognizing the limitations which exist, as to whether you would lay 
down general standards or specific standards for an administrative 
body to use in determining the application of any law which might 
come out of these hearings. 

How would you handle it ? 


Mr. Seremmurr. Well, as Senator Humphrey pointed out this 
morning, and I agree with him, the standards ought to be reasonably 
restrictive as a legislative responsibility. I do not believe in letting 
delegation run riot. 

On the other hand, a statement of policy, as is contained in S. 1566, 


possibl] Se eee to refinement, I don’t know, but a statement of polic 


along those lines would seem to me to set a pretty good standard for 
administration of an act of this sort. Administrative officials would 
take care of all these little details that we have been worrying about so 
many years, in the light of each factual situation as it arose, and make 
it conform to the standards stated. 

The standards would have to be pretty general. We are not going 
to get a bill out of here, I feel, after 10 years of experience, if we at- 
tempt to meet each of the individual problems legislatively. They 
are going to have to be met administratively as they arise. 

And I would say this: My own experience, if it means anything, 
is that many of the problems which we can envision as possibilities 
now, will not in fact arise in actual operation. I think that is always 
true. “You can conceive of possible problems; but practically, when 
you get to the place, they don’t arise. 

Those which do in fact arise can be solved intelligently, as is true 
with any social or political governmental problem, in the light of the 
actual facts in which they exist, much more readily than in long-range 
solution in advance. 

Mr. Norteman. Would you provide for an appeal, not necessarily 
a judicial appeal, but an administrative appeal or review from a de- 
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set up ¢ 

M : Sreemitier. I think we should have some appeal, for a number 
of reasons. 

In the first place, the administration of a bill of this sort would be 
a very tremendous task, and I would suppose that a large percentage, 
certainly more than half of the cases, would be handled routinely. 
Everybody would agree that they were all right, there would be no 
question, and it would not take very much time to do it. Each case 
would not merit mature consideration because everyone would agree. 

But I would think there ought to be some appellate board before 
whom the questionable cases could be taken for detailed and mature 
consideration, and that appellate tribunal would fix a pattern and 
establish administrative procedure and define the terms and conditions. 

Mr. NosteMan. You propose a nonjudicial appellate tribunal, as I 
understand it. Now, would you advise or agree to a provision making 
final the determination of the administrative board, subject to review 
by the appellate tribunal, so that there would be no provision for 
access to the courts, following a final determination and review by 
the appellate tribunal ? 

Mr. Seremiier. Yes; I am sure county people would agree with 
that. We have discussed it on many occasions, and we have recom- 
mended a judicial review, and certainly an administrative tribunal 
would not be an obstacle. 

Mr. Nosteman. I am looking at it from a practical standpoint, 
because we are going to have to draft these provisions, and I would 
like to know, in advance, what your position is. 

Now this question is raised: If we provide either judicial or any 
other type of review, definite standards would have to be established, 
and that would be a legal requirement; and these standards would 
have to be applied by the appellate body in testing any action below. 

In other words, what the appellate body would have to determine is 
whether the original body applied the standards which were estab- 
lished in the bill. 

Now, we would like to have some suggestions as to the standards 
themselves. 

Mr. SercMiier. Yes. 

Mr. Nosteman. These are difficult problems, I know. However, 
if definite standards are not prescribed, pressure will be brought on 
the Congress for additional legislation. Thus, in the absence of 
standards, if an administrative body makes a determination which is 
not acceptable to a large group of counties or municipalities, they are 
likely to press the Congress again. Isn’t that what has happened? 

Senator Humpurey. Yes; that is a very true statement, but one 
that is not unexpected and one, may I say, that should not be necessarily 
looked upon as undesirable. 

I think that you will find, as you go along, that you will need modi- 
fications of both standards and maybe basic law itself. 

Mr. Seremiuier. I would comment on your last statement, Mr. 
Nobleman, and say we do have some fairly definite criteria in this little 
pamphlet when the staff has time to examine it. 


Senator Humpurey. Are you sending a copy of this to Members 
of Congress? 


termination of this Federal administrative board which would be 
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Mr. SeeaMiIcier. We have not sent it to all Members of Congress; 
we have copies available. 

Senator Humpurey. I think you ought to send it to all Members 
who are cosponsors of bills before us, and Mr. Nobleman can give you 
their names. I think it would be a good idea to send it to all Members 
of Congress, with a covering note referring to these hearings. 
Because, as was indicated here earlier, there is very widespread interest 
among Members of Congress on this subject. 

Mr. SeeemituErR. We have some indication in this pamphlet of what 
everybody has in their State. We have listed the properties State by 
State. 

Senator Humpurey. Yes, I see you have. 

Mr. Nositeman. I have another question which I shall put in two 

parts : 

First, would you find acceptable a bill which used a 1950 cutoff date? 
And, second, would you agree to a bill which would not permit any 
direct taxation, but would provide only for payments in lieu? 

Mr. Seeomuier. On the first, Mr. Nobleman, we will accept, as I 
said at the opening statement, gratefully whatever the Congress thinks 
it can provide. Our basic position is that a cutoff date of any kind 
is unrealistic and arbitrary, and ought not to be included. 

With that basic position, we would then pull for the cutoff back the 
farthest we could get, and hope that it would not be as late as 1950. 

We have presented 2 or 3 pages of what we think is pretty pertinent 
argument, in this pamphlet, against. the cutoff date concept. 

Mr. Nosteman. You would prefer an earlier date, despite the fact 
that it seems to be recognized in some quarters, that by 1950 there 
had been more or less of an accommodation in the communities to 
events which occurred in 1939, or prior to 1950; thus in a sense, you 
are not really righting a wrong which may have occurred 15 years 
ago, but you are actually giving people who had nothing to do with 
that wrong, the present owners, let us say, the benefit. 

It is not my intention to be argumentative. I am just raising ques- 
tions which the committee will have to answer. 

Mr. Sevemiier. We are not one of the quarters that will adhere to 
that point of view, and the reasons for it are stated in several pages 
in this document. 

We may be wrong, but we thought we would not be honest if we 
didn’t assert our point of view vigorously, and we have done it in this 
document. 

We think the theory of accommodating, as put in the Committee on 
Intergovernmental Relations, is unrealistic. I could debate it, but I 
won’t take the time. 

Mr. Nopteman. May we have your views with respect to the second 
point, direct taxation. 

Mr.-Srexremitier. The doctrine of immunity from taxation, of 
course, we want preserved; and we think that direct taxation, unless 
it be in particular instances as provided in S. 1566 for special pur- 
poses, ought not to be granted, 

The payments in lieu of taxes, with complete control in Congress 
and the administrative agencies at all times to adjust the matter, would 
be our point of view. 

Mr. Nosteman. I have no further questions, 
Senator Humpurey. Thank you very much, Mr. Seegmiller. 
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You will be called upon to give us further advice and counsel when 
we are ready to draft a committee bill. 

Mr. Seremitier. May I say, Senator, we will be happy to be avail- 
able to contribute whatever we have. 

Senator Humpnurey. As I mentioned to Mr. Merriam last night, it 
would be most desirable to bring in again at the drafting stage, rep- 
resentatives of the National Association of County Officials, the 
American Municipal Association, and other interested groups, to 
review the draft proposals with us. 

Mr. Seremitter. I would like to assure the committee, whatever 
we can contribute will be available on call at any time. 

(Subsequently, the following supplemental statement was submit- 
ted by Mr. Keith L. Seegmiller :) 


COMMENTS OF THE NATIONAL ASSOCIATION oF COUNTY OFFICIALS ON PROPOSALS FOR 
PAYMENTs IN Lizv or Taxes PRESENTED TO THE SENATE COMMITTEE ON Gov- 
ERNMENT OPERATIONS ON ApRIL 19, 1956, By THE BUREAU OF THE BUDGET AND 
THE DEPARTMENT OF DEFENSE 


Submitted by Keith L. Seegmiller, executive secretary 


1. BUREAU OF THE BUDGET PROPOSAL 


The pay-in-lieu proposal presented to the committee on behalf of the Bureau 
of the Budget appears no different to us in substance from the Bureau position 
over the past several years which thus far has repeatedly led to delay and 
inaction. 

The proposal to provide payments in lieu of taxes on industrial or comercial 
property acquired by the Government since July 1, 1950, is almost equivalent to 
a proposal to make no payments at all, unless, perhaps, the definition of— 
“industrial or commercial property” is to be expanded far beyond the definition 
in any of the bills now pending. For reasons stated in the second part of this 
memorandum, it may be that the Department of Defense has such an expanded 
definition in mind. Relatively few of the installations with reference to which 
the problem exists have been acquired since July 1, 1950. The number upon 
which payments would be made under the Bureau proposal would be still further 
reduced by the requirement of “demonstrable hardship” as a criterion for pay- 
ment and the payment actually made would be still further reduced by proposed 
setting off against the payment of “general economic benefits conferred upon the 
community by the Federal establishment.” The positive aspects of the proposal 
would thus appear to be negligible. 

On the other hand the Bureau would propose legislation for a period of only 
4 or 5 years during which there would be continuing study of the problem, This 


continuing-study feature and the limitation of proposed legislation to 4 or 5. 


years seems to us to constitute the dominant element. As we see it, that is, a 
minimum, almost negligible, concession of payments in lieu of taxes would be 
traded for a maximum of delay and “further study,” with the burden upon those 
of us needing to pay-in-lieu legislation to reestablish our case all over again 
when the present authorization would expire 4 or 5 years hence. It is with 
great reluctance that we feel constrained to characterize this proposal as con- 
spicuously lacking in positive creativeness and heavily burdened with effective 
techniques of procrastination. 

While we recognize that all of the problems in this area of tax exemption may 
not be solved at once, we are firmly convinced that this committee with the 
information and facilities available to it can devise solutions much wider in 
scope and more positive and more imaginative by far than this proposed “solu- 
tion” by the Bureau of the Budget. The Bureau proposal is not even a start 
toward the “broad system of payments in lieu of property taxes to State and 
local governments” recommended by the Commission on Intergovernmental Rela- 


tions. If the proposal of the Bureau of the Budget were enacted into law no. 


Member of Congress could represent to his constituents in good conscience that 
the best feasible step had been taken toward compliance with the recommenda- 
tions of the Commission or toward solving of the overall problem. 

Some of the details of the proposal merit particular comment. “Demonstrable 


hardship,” presumably demonstrating to the satisfaction of a Federal board,. 
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plus the offsetting of “general economic benefits conferred upon the community” 
could prevent payments entirely. We are not at all clear what “demonstrable 
hardship” is but we do know that general economic benefit to the community 
serves very little if any to augment revenues of a governmental unit relying 
primarily upon the general property tax.. The “chamber of commerce” interest 
in obtaining Government installations for the general economic benefit is one 
thing. The public officials interest in obtaining funds to pay for required public 
service is something entirely different. We favor both, and we are amazed at the 
persisting view that local governments must elect one or the other. We are 
aware that tax waivers have been granted in some jurisdictions to attract new 
business to particular localities. We cannot understand the view apparently 
held by some people that our request for a Federal installation in a particular 
locality carries with it, in effect, a tax waiver agreement. We cannot bring 
ourselves to the belief that the United States Government is, in effect, bargaining 
its installations off to the highest bidder, to the locality offering the greatest 
burden on local taxpayers to provide free public services to the installation. Of 
course, We want new business, Government as well as private, for the general 
economic benefit of our communities. At the same time we want to provide to 
those businesses adequate public services. The established practice is to look 
to them to pay their share of the cost of such services. General economic benefit 
is no substitute for the property tax to provide for such sharing of the cost. 

“Demonstrable hardship” is wholly inconsistent with a cutoff date. If such 
hardship is to be the test then a cutoff date is certainly unrealistic. Hardship 
should be relieved regardless of the date of its inception. On the other hand, 
the only argument advanced in support of a cutoff date is that after a time the 
noncontributary status of property ultimately becomes integrated into the eco- 
nomie and fiscal life of the community, eliminating whatever hardship that 
might have existed initially. If this reasoning were sound no hardship could 
be demonstrated as to property which had been off the tax rolls several years. 
Presumably the Bureau does not regard this reasoning sufficiently sound to 
risk reliance upon it. The fact is, as we have repeatedly contended, that no 
cutoff date can be reasonably related either to hardship or lack of it upon the 
locality or to the equity of Federal payments, and we think the Bureau has now 
clearly conceded that point. 

Finally, we think the Bureau of the Budget with its experienced personnel 
and its wide access to sources of information, has creative capability very much 
greater than its present proposal indicates. We still hope that this creative 
potential may be exerted positively to find answers to questions and to develop 
solutions. A negative, restrictive approach, as we think the present Bureau 
proposal reflects, is not helpful. The time for raising questions and interposing 
objections has passed for all those genuinely interested in solving the problem 
before us. We are adequately aware of the questions and obstacles. Progress 
from this point forward demands the best that all of us can give toward pro- 
viding answers and removing obstacles. 


2, DEPARTMENT OF DEFENSE PROPOSAL 


The Department of Defense proposal, in outline, is substantially the same as 
that of the Bureau of the Budget. It calls for payment on commercial or indus- 
trial properties acquired recently in the cases of genuine hardship. It is sub- 
ject in general, we think, to the same comments and objections as the Bureau 
proposal, 

In some of its detail, however, the Defense proposal seems to differ from that 
of the Bureau. Defense cost estimates indicate a definition of “commercial and 
industrial property” very broad in scope. No such definition of which we are 
aware would provide in-lieu payments in such large amounts as the Defense 
witnesses indicated. A definition calling for relief in such large amounts may 
not be so objectionable as the proposal in its general statement would indicate. 
In this respect we think some clarification should be given by the Defense De- 
partment as to the validity of the 2-percent rate which it employed as well as 
to the base to which that rate was applied. Was the base cost, fair value, 
market value or some other? 


Senator Humpurey. Is Mr. Vermilya here? Would you like to 
come forward? I believe Senator Bush referred to the situation in 


your town. 
You may proceed. 
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THE TOWN OF STRATFORD, CONN. 


Mr. Vermitya. I am director of finance of the town of Stratford, 
Conn., secretary of the New England Municipal Finance Officers 
Association, and legislative chairman of the Connecticut Finance 
Officers Association. 

I appreciate the time, gentlemen, that you are giving me. I promise 
not to take too much. 

Let me say I am going to attack this on an entirely different basis. 
Maybe I can give you some new thoughts, although I doubt it, after 
hearing what I have heard this morning. 

Senator Bush told you this morning that he thought Stratford 
was one of the worst cases, or best cases, whichever way you want to 
put it, in the country. He mentioned a figure of $83 milhon. 

For 5 years I have been in this particular case, and I have been 
accused of using telephone numbers, and everything else, so I would 
be more conservative. However, our total grand list in our town 
is $136 million. 

So that you can see, if any $83 million or any small part of $83 
million were added to our grand list, how it would affect us. 

In Stratford, Conn., we have a manufacturing plant known as Air 
Force Plant No. 43, acquired by the Air Force and leased to a manu- 
facturing company for the production of airplane motors and/or 
parts. Bisson sometime in 1953, the Air Corps has allowed the manu- 
facturers to use the facilities of the Air Force for nonmilitary, com- 
mercial production. 

When the proper authorities of the town of Stratford assessed and 
billed the manufacturer for taxes on that commercial production, we 
were refused payment. 

Inquiries were made of the manufacturer, and the Air Force, re- 
ert the reason and authority for the refusal. We were told that 
the entire plant and equipment was owned by a Federal agency and, 
therefore, not taxable. 

We then questioned the _ of a Federal agency to allow Govern- 
ment property to be used for private profit, and were referred to 
section 7-2703.5 of the Air Force procurement information bulletin: 

This states: 


The contractor may also, with the prior approval of the contracting officer, use 
the facilities provided hereunder in the performance of work other than that 
hereinabove authorized to the extent that such additional work will not inter- 
fere with the performance of the work hereinabove authorized, provided that the 
contracting officer determines that such other use is in the interest of the 
Government, and that the contractor is not thereby placed in a favored com- 
petitive position. 


And we were advised by Wilber M. Brucker, General Counsel for 


the Department of Defense, in a letter dated March 23, 1955, as 
follows: 


Bridgeport-Lycoming is permitted to work on commercial orders in this plant, 
provided that: (a@) capacity is available; (b) they secure the approval of the 
Air Force; and (c) they pay rent to the Government. Rent has been paid into 
the United States Treasury at the rate of 15 percent of the direct labor cost of 
the commercial work. In the last 3 years, such work has accounted for less 
than 1 percent of the plant’s total production. 


STATEMENT OF ALLEN B. VERMILYA, DIRECTOR OF FINANCE OF 
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It is apparent, from this statement, that the Department of Defense 
recognizes the fact that the manufacturers should pay for the service 
rendered by the Federal agency in providing equipment and plant. 
Is there any equitable reason why the municipality should be denied 
payment for the services they render ? 

We inquired further, requesting what manner of work this outside 
commercial work encompassed. At that time, the largest contract 
covered automotive parts for General Motors. 

Does this contract meet the specifications mentioned in Mr. Brucker’s 
letter of March 23, 1955% I contend that it does not. In proof of my 
contention, I submit a copy of a letter from Maj. Gen. Joe W. 
Kelly: 

The decision at that time to perform the work for General Motors was made 
on the basis that the fire was an emergency situation, and that the small amount 
of work would not interfere with defense production. The work performed by 
Bridgeport-Lycoming for General Motors only lasted for a relatively short period 
of time. No automotive parts have been produced for General Motors since 
1953 at this site. 

I call your specific attention to the last three lines. If the work 
performed for General Motors only lasted a relatively short period 
of time, it could not have been of much value to General Motors. 

General Kelly’s letter further seems to make excuses for the action 
of the Air Force where he says: 

This work, however, plus all other commercial work performed at the Stratford 
plant amounts only to approximately seven-tenths of 1 percent of the total 
production. 

I ask you what the percentage of production has to do with the 
subject. The work still amounted to a million and a quarter dollars, 
and it certainly places the manufacturer in a favored competitive 
position by being nontaxable. 

At the present time, this plant employs an estimated 4,800 people. 
The plant officials estimate that 75 percent of the personnel live out 
of town. Therefore, the town must supply road maintenance, traffic 
regulation, and other services, for 3,600 people who do not contribute 
directly or indirectly to the expenses of the town. Even the property 
necessary to park the cars for these 3,600 is tax exempt. 

To give a more complete picture, we receive a grant from the Federal 
Government because of schoolchildren belonging to employees of the 
manufacturer. However, that grant is less than 50 percent of the 
operating costs involved in educating those children, and the oper- 
ating costs do not cover bond interest or retirement on school building 
capital costs. 

he same picture probably can be taken of all the other 65-70 com- 
munities in the United States that are so severely handicapped. 

Let me close this résumé of conditions by narrowing down to local 
statistics, and perhaps getting a little selfish. 

The report of the Commission on Intergovernmental Relations 
shows that Connecticut receives back from the Federal Government 
only one-half of 1 percent of the income taxes paid. 

This report also shows that Connecticut residents pay in all taxes, 
37.78 percent of their income, the fourth highest State in the Union, 
which demonstrates that they are not afraid to pay taxes. 

The report also shows that States that are now trying to lure 
industry from Connecticut and New England get a return from the 
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Federal Government of 144 to 3 percent of income taxes paid. Why 
should any community and/or any section of the country be so severely 
handicapped ¢ | 

A member of one of the committees of the Commission on Inter- | 7 
governmental Relations has said, and I quote: ' 

The writer * * * will be pleased to add your letter to the committee’s file 
for future yse by Congress as another example of tax evasion by private con- 4 
tractors under the cloak of Federal tax immunity. 

This may be pretty strong language, but from my experience, it 
would seem to be very close to the truth, except that I would add “with 
the unabridged aid of governmental agencies.” 

That, gentlemen, is my story. I think it is slightly different from 
what you have heard, because it does cite specific facts and cases. 

Senator Humrurey. Mr. Vermilya, there is a representative here 
from the Department of Defense. 

I would like to ask that when representatives of the Department 
of Defense testify tomorrow, they be prepared to comment on this 
particular case, because on the face of it, you have a very strong case. 

Mr. Vermitya. I have the letters to back it up. ; 

Senator Humreurey. I am sure that you have, or you would not 
have testified as you did. 

A serious problem can develop if the Federal Government can own 
property, lease it out to a manufacturer, and not have that property 
subject to taxation, particularly if the property is engaged in com- 
mercial enterprise. 

Mr. Verminya. And collects the payment themselves, but refuses to 
let anybody else. 

Senator Humpurey. Collect the payment? 

Mr. Vermitya. They are collecting 15 percent of the labor costs. 

Senator Humenrey. The Federal Government is doing this? 

Mr. Vermitya. The Federal Government is, but we are denied 
everything. 

Senator Humpurey. The Federal Government refuses to make any 
payments for the plant facilities? 

Mr. Vermucya. I suppose that is what they are doing. 

Senator Humpurey. I think the Department has an obligation to 
recite more than a regulation on this matter, because regulations are 
subject to change. They were man-written, and they can be man- 
changed. 

We will hear from them tomorrow. They undoubtedly will have 
some facts that they will bring to our attention, and I hope you are 
here. 

Mr. Vermitya. I will make it a point to be here. 

Senator Humpnurey. This is Mr. Forrest E. Cooper, counsel for the 
Interstate Association of Public Land Counties, from Lakeview, 
Oreg. 


STATEMENT OF FORREST E. COOPER, COUNSEL, INTERSTATE ASSO- 
CIATION OF PUBLIC LAND COUNTIES, LAKEVIEW, OREG. 
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Mr. Coopgr. Our association, Mr. Chairman, is owned and is oper- 
ated with tax funds supplied by counties throughout the Western 
States, from Montana clear on down to Arizona, and we have been in 
this problem for many, many years, not only because of the lieu tax 
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and shared revenue problem in the Federal lands—not only because 
of the revenues involved, but because of the wide variety of the prob- 
lems that arise in the West due to the fact that 1 acre of 2, in the West 
as of now, is owned by the Federal Government. 

We spent yesterday over in the Armed Services, battling the Navy 
over some 21% million acres that they want to take in Nevada; and here 
we are testifying over there today before you gentlemen. That is the 
background of our work. 

I have been working for the counties for some 15 years in this type 
of work, and I have been up in your State of Minnesota; and a lot of 
people don’t realize your State is the only State in the Union where 
we have two yardsticks for measuring revenues in national forest 
lands. 

I have been up there, and down in Mississippi. 

Senator Humpnrey. Tell me a little more about that situation. 

Mr. Coorrr. Well, you have 3 counties in your State, for example, 
where the Government pays to the 3 counties 1 percent a year of the 
fair value of those lands, not the assessed value, but the fair value. 

I understand the former Senator from my State, Senator Cordon, 
and others, set that up as an experiment; they wanted to try it, and 
have it tried up there. The question also comes up that the gentle- 
man mentioned a while ago—shall we have a judicial review of the 
Forest Service appraisal ¢ 

The only ‘reason that the foregoing formula was not extended 
throughout the United States was that the Senate once passed a bill, 
some 6 years ago, carrying that appraisal formula to the 4 corners of 
the country, with a judicial review of the Forest Service in it. The 
House of Re resentatives wouldn’t buy that kind of bill. And so, 
the measure didn’t get any further. 

But I want to point out to you that even in the field of what we 
call the field of shared revenues, we do have precedent-making legisla- 
tion here and there. 

A few days ago, for example, the Congress passed the upper Colo- 
rado River bill, in which you provided that when the Government 
investment was paid off, that the profits shall be divided by and among 
the States. 

I was quite interested in the remarks of the gentleman from Con- 
necticut here just a minute ago, concerning a problem that could not 
arise in several of our Western States, because I have drawn legisla- 
tion and sold it to the western legislatures, where we tax the lease- 
hold interest in those Federal properties such as he mentioned. The 

roblem that he mentioned, for example, could not occur in Montana, 
it could not occur in California—not that I have drawn the California 
legislation, but I mention that, Mr. Chairman, because it shows we are 
petting in and working on this problem at both the State and local 
evel. 

There is much of this problem that we can keep at home, keep home 
and not dump on your shoulders as Members of the Congress. 

I go before the western legislatures, and I say, “Gentlemen, equity, 
like charity, begins at home. If we cannot through our State legisla- 
tures whip this problem as far as we can by taxing leasehold estates 
in Federal real property, and so forth, we certainly are not justified 
in going before some committee back in Congress, because those people 
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are just as smart and probably smarter than we are, and they are going 
to send us back home with our tails between our legs.” 

I point that out because my services are available to your counsel, 
your committee. This is my fourth trip back here since January. 

We have been waiting—TI say “we”—1my association has been wait- 
ing for some of our friends to drop the idea that they have had, and 
they are well-meaning people, that you could draw a blanket bill, 
one which would cover every type of Federal property in every one 
of the 48 States. 

I recall that I went to a convention some 8 or 9 years ago with some 
very well-meaning people. They came out with a resolution support- 
ing a blanket bill. 

Vithin 48 hours, 2 of the largest organizations in the United States 
had come out against that, because they thought it was going to hurt 
their State highway and rural government plan. Go down among 
the TVA counties and examine, as I have, their lieu tax program. 
They are proud of it; they are quite zealous now, they have worked 
for 15 years to get their formula. The same can be said for lieu tax 
and shared revenue programs heretofore created for the benefit of 
other sections of our country. 

Senator Humpurey. That is right. 

Mr. Coorrr. And they don’t propose to let Mr. Cooper, Mr. Jones, 
or Mr. Smith, or anybody else disturb their present formula. 

So I mention that because it is very, very interesting. As I say, 
I have studied this subject for a long time. All I claim to be is a 
student and not an expert. But the more I study it, the more I see 
that there are ways and means of working this thing out at the con- 
gressional level. 

I will be glad to help your committee. I don’t claim to know any 
more about it than anyone else. All that I can claim is, I can hon- 
estly prove that I have studied it and worked for it for 15 years, and 
the people I work for keep me at it. They have got a lot of money 
invested, and we would like to get results through legislation, just 
like everyone within the sound of my voice today. 

Senator Humpurey. Mr. Cooper, if you have any further thoughts 
on Mr. Merriam’s testimony or the problems before us, please prepare 
a brief memorandum. We will furnish you with a copy of his testi- 
mony for that purpose. 

Mr. Coorrr. I have a copy, and I will be glad to do that. 

Senator Humpnurey. Look it over and give us the benefit of your 
advice and counsel. We know you have been working in this field for 
a long time. 

Mr. Cooper. And any time you gentlemen invite me to sit with your 
staff or the Bureau of the Budget, I will be glad to come. I have been 
down here frequently on this subject. We of the Interstate Associa- 
tion of Public Land Counties want to help in every way we can, 

Senator Humpurey. Your offer is very much appreciated. 

Mr. Coorer. Thank you very much. 

Senator Humpnrey. Tomorrow we have Mr. Mansfield Sprague, 
General Counsel, Department of Defense, Mayor Claude E. Porter, 
of Adrian, Mich., representing the American Municipal Association, 
and Mr. Arthur Eddy, county assessor, from San Diego County, Calif. 

We will recess now until tomorrow at 10 o’clock. 

(Whereupon, at 12:40 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, April 20, 1956.) 
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PAYMENTS OF TAXES, OR IN LIEU OF TAXES, TO 
STATE OR LOCAL TAXING UNITS 


FRIDAY, APRIL 20, 1956 


Untrep Srates SENATE, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:10 a. m., in room 
F-41, United States Capitol, Washington, D. C., Senator John F. 
Kennedy presiding. 

Present: Senator Hubert H. Humphrey, Democrat, Minnesota; 
Senator John F. Kennedy, Democrat, Massachusetts. 

Present also: Walter L. Reynolds, chief clerk and staff director ; 
Eli E. Nobleman, professional staff member; Ann M. Grickis, assistant 
chief clerk. 

Senator Kennepy. The committee will come to order. 

Our first witness this morning is Senator George W. Malone of 
Nevada. It isa pleasure to have you testifying this morning, Senator. 
You may proceed. 


STATEMENT OF HON. GEORGE W. MALONE, A UNITED STATES 
SENATOR FROM THE STATE OF NEVADA 


LARGE GOVERNMENT-OWNED NONTAXABLE AREAS—DANGER TO INDIVIDUAL 
STATES’ ECONOMY 


Senator Martone. Mr. Chairman, this hearing has to do with Senate 
bill 2754, taxing Government property held or maintained for a public 
purpose. 

Senator Kennepy. That is correct. 

Senator Martone. Mr. Chairman, if I may have permission to insert 
pertinent material in the record, it will save the time of the committee. 


PURPOSE OF THE BILL 


My purpose in introducing this bill, Mr. Chairman, is twofold: 
First, there is an alarming tendency on the part of Government 
officials to secure property and hold it for public purposes whether it 
is already under Federal ownership or whether it is to be acquired 
from private individuals. 

There is more and more property needed for the armed services 
and for Atomic Energy Commission use, both for national defense 
and for civilian power development. 

In many eases their needs interfere severely with existing taxable 
property and the economic structure of the communities, counties, and 
even States. 
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In my State of Nevada, where 87 percent of the land is owned by 
the Federal Government, a withdrawal of several million acres of 
the public land for a public purpose is a serious move and decreases 
the available taxable property. 

The reason these lands are owned by the Federal Government, Mr. 
Chairman, outside of the parks and forest reserves, is that there has 
been no Federal legislation applicable to such desert lands so that 
they may be acquired by private individuals. This applies to most 
of the publicly owned lands of the public-lands States, of the 11 
Western States. 


THE HOMESTEAD-ADDITIONAL HOMESTEAD ACT 


The only way you ever could acquire ownership of public lands, 
from the beginning, was through the Homestead Act or the Mining 
Act, where, under the Homestead Act, you could stake out 160 acres, 
or later 320 acres—the 160-acre act was the first in 1862. And then 
later, when they got out to the lands—this started in the Corn Belt, 
Iowa and Indiana—but when they reached the arid areas along about 
the meridian a line drawn through the central part of the Dakotas, 
Kansas, Oklahoma, and Texas, west of that line was semiarid and 
the farmer could not make a living on 160 acres. 

So beyond that point 160 acres were not enough, and they passed 
what they called the Additional Homestead Act. An additional 160 
acres. That carried them on through the mesas in eastern Colorado, 
Wyoming, Montana, and New Mexico; and as they traveled further 
west, into the arid areas, 320 acres was not enough, so they passed what 
they called the Grazing Horiestead Act—640 acres—the Grazing 
Act, under which you could take up 640 acres—making a total of 960 
acres which could be taken up by one man under certain conditions. 


THE REAL DESERT LANDS 


But when they reached the Great American Desert in Nevada, New 
Mexico, Utah, and other intermountain States and in many areas of 
Arizona, parts of California, 960 acres were not enough, because it 
required all the way from around 40 acres, some as low as 20, but up 
to 150 acres, to graze a cow unit (cow and calf) a year. 

Nine hundred and sixty acres then would run 6 or 8 head of cattle 
or 40 or 50 sheep, so there was no way, and there is no way at the 

resent time, that you can take up those large areas. A hundred 
Saad of cattle would require from 10 to 15 thousand acres of land, 
and Congress has just not faced that situation with the necessary 
legislation. 


HAVE TAXED THE PUBLIC LAND THROUGH THE RANCHES 


But in all these localities, whether it requires 20 acres to a 
cow unit a year or 150 acres, the people have utilized all of it, and they 
did it first c simply settling there on the lands where there is enough 
water for irrigation, and could take it up and patent it under the 
homestead law. 

Now those ranches, you can see them scattered throughout these 
wide areas. You have no doubt flown across the country and have 
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observed the small green areas and trees from the air. The ranches 
are widely scattered and for the most part are utilized for headquar- 
ter ranches for cattle and sheep grazing. They raise the feed on 
these patented lands to carry the livestock through the winter. 

The conditions in every State are a little different, according to 
altitude and elevation. In most of the central and northern areas 
in my State of Nevada, it takes about a ton of hay, generally speaking, 
to winter a cow unit, maybe not that much in a light winter, but more 
than that in a heavy winter. 

So on the average it comes out about right. If you had 240 acres 
and you raised a ton to the acre, say, you could winter about 240 
head of cattle. 

They use the range lands, often public lands, for summer range, 
winter range, and fall and spring range. 

They have used the land for the last 90 years—ever since Nevada 
was vinaitted as a State in 1864. 

In 1934, they passed what they called the Taylor Grazing Act, which 
brought all the public land under Government supervision. 


THREE PARTS TO A LIVESTOCK UNIT 


So now through a permit system, without going into detail, they 
charge the ranchers for use of the public lands—87 percent of the 
area of my State. There are three parts to a livestock unit: The 
patented lands, where you raise the feed, the water rights for stock- 
watering rights, and water rights to irrigate your land through filing 
on such water with the State. Soa man, if he had 250 head of cattle, 
may have 25,000 or 50,000 acres of range to go with it. 

So, then, you can see that all the public lands within the States have 
been taxed through the livestock and through the patented lands 
which make up the ranches, which are worth very little or nothing 
without the range. 

I went into that explanation to show you how, when a large with- 
drawal—and we are working on one now with the Navy out there— 
there is a grave danger to our economic structure unless very carefully 
worked out with the State taxing authorities. Unless very carefully 
handled, it throws a lot of the taxable eee out of gear. That, 
however, is another problem that is before the Armed Services Com- 
mittee at this time. 

The State administration and legislature and the county commis- 
sioners have to wrestle with the tax problem every year to get the 
inoney through taxes to run the State and county governments. 

Now, when a bureau comes in, and withdraws these public lands 
for public purposes, and either restricts the use or prevents its use by 
taxpaying citizens, then that reduces the taxable property and upsets 
the whole economic structure, 

I have been coming here as State engineer of my State from 1928 
to 1935; the acquisition of property by the Federal Government for 
public use is increasing. It is being accelerated. 


REMOVING PROPERTY FROM TAX ROLLS 


Unfortunately, bureaus, when they want something, find it pretty 
easy to get the tax money these days to pay for it; they just go out 
and get it and pay for it through condemnation if necessary, and 
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nobody scrutinizes it much because they say we must be prepared for 
war, or for some other contingency, and we must have the property. 

But when they do that, whether it is in Massachusetts or it is in 
Nevada or some other State, you simply remove it from the tax rolls. 

Now, where there is a large tax roll like in New York City, perhaps 
even in Boston, it would not amount to a very great percentage. But 
if you go into the smaller tax areas where the total taxable property 
is small, especially in the areas like I have described in the West, it is 
a terrific impact. 


LET ALL TAXPAYERS PARTICIPATE IN PROPERTY FOR PUBLIC USE 


So this is what I have considered for a long time: That if the Fed- 
eral Government really needs a block of Boston proper y for a Federal 
purpose or a public purpose, the public is entitled to have it. There 
is no way you can stop it any more than we can stop it out in our 
country. They condemn it for a public purpose, and if they cannot 
get together on price, they go to court and fix the price, and that is 
the end of it. It is paid for by taxpayers’ money and used for a 
public purpose. 

However, if we do take the property off the tax rolls, in Boston, 
Mass., or in Humboldt County in Nevada, if you take it off the tax 
rolls in Boston for a public purpose, the Nevada people are entitled to 
share the taxes that you lose, or if you take it out of the State of Wyo- 
ming, we are all entitled to pay our share of whatever is withdrawn 
from the tax roll for our benefit, or for a public purpose in that State. 


THE FAIR WAY 


So the fair way, it seems to me, would be for the Federal Govern- 
ment to pay taxes on this property taken off the tax rolls or the income 
diverted, in any State for a public purpose; and it would also have, it 
seems to me, a very sobering effect on Government officials. 

Then the bureau heads would have to make their case before a com- 
mittee in Congress, and it would have to be a good case before they 
would be allowed to condemn property for which the Congress would 
have to appropriate money to pay the taxes. 


POLICY WOULD REDUCE PUBLIC HOLDINGS 


My prediction would be that you would cut your Government hold- 
ings by 30-40 percent in a way few years, because everyone would 
2 


insist upon an accounting by the responsible public officials. They 
would have to show that it was absolutely necessary to have the prop- 
erty for a public purpose. 

No one would object seriously if it is absolutely necessary. My 
point, however, is that every citizen in the United States, according 
to his income tax earning power, is entitled, in my opinion, to contrib- 
ute to the cost equally, which he would do then by law. 

Now, Mr. Chairman, the bill as drawn, Senate bill 2754, is drafted 
to spread the cost of Government property equally for a public pur- 
pose just as I have described it. No taxes would be paid on any forest 
reserve or parks or game refuges, or anything of that nature. But 
when it is withdrawn for a canis purpose use, for the utilization by 
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the Government bureaus—for example, the Tennessee atomic energy 
plant—where they have a gaseous diffusion method of producing 
fuel from uranium, or for any use for all of the people, the taxes on 
such property should be paid by all of the people. 

Nevada people would pay their share of the taxes on what was with- 
drawn or purchased in Tennessee, just the same as the Tennessee peo- 
ple and Nevada people would pay their part of the taxes on property 
withdrawn in Massachusetts. 

I have had a bill drawn with that in mind. If there are any cor- 
rections in the bill which should be made, I would be very happy to 
cooperate with the committee to do that. I have described the objec- 
tive—and the reason for it. 

The principle is the thing that I am concerned with. It is my 
opinion that while there are now 60 million acres owned by the Gov- 
ernment in the State of Nevada, that if the people of the Nation were 
paying taxes on it, the Congress would soon provide land laws under 
which someone else would very soon own that land in the State of 
Nevada and in the other 10 public land States. It would then be on 
the tax rolls of the respective States. There would be a definite trend 
and a definite effort to get all the property, Government property, into 
private ownership instead of for Federal use, except that actually 
needed. 

Mr. Chairman, if I could submit the bill introduced on August 2, 
1955, together with a short statement for the record, I would appreci- 
ate it. 

Senator Kennepy. Without objection, it will be inserted. 

(The material referred to is as follows :) 


‘TAXATION OF CERTAIN FEDERAL REAL PROPERTY BY STATE AND LOCAL AUTHORITIES 


Mr. MAtone. Mr. President, I introduce, for appropriate reference, a bill to 
authorize the taxation of certain Federal real property by State and local tax 
authorities, and for other purposes. I ask unanimous consent that the bill may 
be printed in the Record. 

The Vice Prestpent. The bill will be received and appropriately referred ; and, 
without objection, the bill will be printed in the Record. 

(The bill (S. 2754) to authorize the taxation of certain Federal real property 
by State and local tax authorities. and for other purposes, introduced by Mr. 
Malone, was received, read twice by its title, referred to the Committee on 
Government Operations, and ordered to be printed in the Record, as follows :) 

“Be it enacted, ete., That this Act may be cited as the ‘Federal Real Property 
Tax Act of 1955.’ 


“DEFINITIONS 


“Sec. 2. As used in this Act— 

“(a) The term ‘Federal agency’ means any department, agency, oflice, or inde- 
pendent establishment in the executive, legislative, or judicial branch of the 
Government of the United States, and any corporation now or hereafter subject to 
the provisions of title I of the Government Corporation Control Act (31 U. 8. C. 
846) ; 

“(b) The term ‘Federal property’ means any real property the legal title to 
which is held by the United States or any Federal agency ; 

“(c) The term ‘controlling agency’ when used in relation to any Federal prop- 
erty, means the Federal agency which is charged with the duty of administering 
such property ; 

“(d) The term ‘State’ means any State of the United States ; 

“(e) The term ‘State tax authority’ means any State, and any county, city, 
inunicipality, tax district, or other political subdivision or public entity thereof 
having authority under the law of such State to levy and collect within its 
territorial jurisdiction any tax or special assessment ; ; 
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“(f) The term ‘tax’ means any tax of general application levied according to 
value by any State tax authority upon real property situated within its territorial 
jurisdiction ; 

“(g) The term ‘taxable person,’ when used in relation to the payment of any 
tax, means any person who is the owner of any real property and who is not, by 
reason of his status or the use made of such property, exempt from obligation to 
pay such tax; 

“(h) The term ‘special assessment’ means any levy, other than a tax, imposed 
by any State tax authority directly upon real property situated within its terri- 
torial jurisdiction to defray the cost of any public improvement, and equitably 
apportioned according to the benefit conferred by such improvement upon such 

“(i) The term ‘real property,’ when used in relation to any tax or special 
assessment, means any interest in land, and any improvement thereon if such 
improvement constitutes real property under law in effect within the State tax 
authority imposing such tax or special assessment ; and 

“(j) The term ‘person’ means any individual, partnership, association composed 
of individuals, or private corporation. 


“CONSENT OF TAXATION OF CERTAIN FEDERAL PROPERTY 


“Sec. 3, (a) Excerpt as otherwise provided by this Act, all Federal property situ- 
ated within the territorial jurisdiction of any State tax authority shall be subject 
to the assessment and collection of any tax imposed by such authority to the same 
extent and under the same conditions as other property of like class situated 
within such jurisdiction, 

“(b) No consent is granted by this section to any payment to any State tax 
authority with respect to any Federal property which— 

“(1) if privately owned or controlled, would be exempt from tax because of 
the use to which it is devoted ; 

“(2) is the subject of any revenue-sharing arrangement, entered into under 
authority of Federal law, where such revenue equals or exceeds the tax which 
would otherwise be levied in the regular manner ; 

“(3) is devoted primarily to use as a United States courthouse; post office; 
postal facility; customhouse; assay office; facility for coining money or 
printing currency ; bullion depository ; national monument; prison; reforma- 
tory, detention farm, or disciplinary barracks; hospital, dispensary, clinic, 
or other medical facility ; sanitorium ; home for the aged, or facility providing 
domiciliary care ; or cemetery. 


“CONSENTS TO LEVY OF SPECIAL ASSESSMENTS 


“Sec. 4. Hxcept as otherwise provided by this act, all Federal property situated 
within the territorial jurisdiction of any State tax authority shall be subject to 
the levy and collection of any special assessment upon real property to the same 
extent and under the same conditions as other property of like class situated 
within such jurisdiction. 


“PAYMENTS OF TAXES AND SPECIAL ASSESSMENTS 


“Sec. 5. (a) Payment of any tax or special assessment authorized by section 3 or 
section 4 with respect to any Iederal property shall be made by the Federal agency 
which is the controlling agency for such property at the time such tax or special 
assessment becomes due and payable under law in effect within the State tax 
authority imposing such tax or levying such special assessment. If such agency 
ceases to exist before payment is made, payment shall be made by the Federal 
agency which is the successor of such controlling agency, as determined by the 
Director of the Bureau of the Budget. 

“(b) Each Federal agency which is the controlling agency for any Federal 
property situated within the territorial jurisdiction of any State tax authority 
which is claimed by such authority to be subject to any payment under this act 
shall furnish to such authority, upon request made in writing by the appropriate 
officer thereof, such information concerning such property as may be lawfully 
required with regard to property of like kind owned by taxable persons within 
such jurisdiction. 


“LIMITATIONS 


“Seo. 6. (a) No payment shall be made under this act to any State tax authority 
with respect to any Federal property unless such authority— 
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“(1) files with the Federal agency which is the controlling agency for such 
property a claim, in such form and containing such information as the 
Director of the Bureau of the Budget shall prescribe, for payment under this 
act with respect to such Federal property ; 

“(2) files with such claim an itemized statement of (A) the property 
with respect to which such claim is made; (B) the assessed valuation placed 
by such authority upon such property; (C) the nature and amount of the 
Federal liability claimed with respect to such property; and (D) the tax 
rate or rates applied in computing the amount of such liability; 

“(8) files with such claim a detailed statement of the procedural action 
which may be taken by such agency to obtain under law in effect in such 
State tax authority administrative review or judicial review, or both, with 
respect to the liability of such agency for the payment of such claim in 
whole or in part; 

“(4) for the purpose of determining the existence and amount of such 
liability, makes available to such agency all substantive and procedural 
rights, administrative and judicial, which would be available under law 
in effect within such authority in determining the valuation of such proper- 
ty, the rate of tax or assessment applicable thereto, and the amount of the 
tax or assessment which would be payable with respect thereto if such 
property were owned by a taxable person ; and 

“(5) for such purpose treats such Federal property in all respects in a 
manner at least as favorable as the treatment accorded to property of like 
kind owned by taxable persons. 

“(b) The failure of any Federal agency to make, or to make timely payment 
of, any payment authorized by this Act shall not subject— 

“(1) any Federal agency, or any person who is a purchaser of any property 
from any Federal agency, to the payment of any penalty or penalty interest, 
or to any payment in lieu of any penalty or penalty interest; or 

“(2) any. Federal property to any lien, attachment, foreclosure, or other 
legal process or proceeding not expressly authorized by this Act. 

“(c) No consent is granted by this Act to any payment to any State tax 
authority with respect to any Federal property for any period for which any 
payment of taxes, or any payment in lieu of taxes, is made to such authority 
with respect to the same property under any other provision of law. When- 
ever avy Federal property is subject to any tax payment under this Act to any 
State tax authority for any period, and also is subject to any payment of taxes 
or any payment in lieu of taxes under any other provision of law for the same 
period, such authority may elect to claim and receive with respect to such 
property payment for such period under this Act or under such other provision 
of law.” 

ACTION FOR COLLECTION OF TAXES 


Sec. 7. (a) Whenever any State tax authority has duly filed with any Federal 
agency a claim for the payment under this Act of any tax or special assessment, 
and any part of such claim has not been paid, such authority may file, subject 
to the provisions of subsection (b), an action to recover that portion of such 
claim which remains unpaid. Such action may be filed in the district court 
of the United States for the district within which such authority maintains its 
principal executive or administrative office. Such court shall have jurisdiction 
to hear and determine such matter, and to enter in such action such judgment 
or order as it shall determine to be required to carry into effect the provisions 
of this Act. Any judgment or final order so entered shall be subject to appeal 
pursuant to section 1291 of title 28 of the United States Code. 

(b) Action upon any such claim may be instituted under this section by any 
State tax authority upon the expiration of a period of one year (1) the filing of 
such claim under section 6 (a), or (2) the completion of any administrative or 
judicial proceeding instituted by the Federal agency against which such claim 
was made under law in effect within such State tax authority for the determina- 
tion of the amount due under such claim, whichever is later. No action shall be 
brought under this section after the expiration of six years following the first 
date on which such action could have been instituted. 

(c) Process in any action instituted under this section against any Federal 
agency may be served upon the chief administrative officer of such agency who 
maintains an office within the judicial district in which such action is instituted, 
or upon the head of such agency. ; 
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APPROPRIATIONS 


Sec. 8. There are hereby authorized to be appropriated to each Federal agency 
such sums as may be required for the discharge of its duties and obligations 
under this Act. 

SEPARABILITY 


Sec. 9. If any provision of this Act, or the application thereof to any Federal 
agency or any State tax authority, is held to be invalid, the remainder of this 
Act, and the application of such provisions to other Federal agencies and State 
tax authorities, shall not be affected thereby. 


EFFECTIVE DATE 


Sec. 10. This Act shall be effective with respect to any tax levied for any period 
beginning after June 30, 1956, and with respect to any special assessment levied 
after such date. 

Mr. Martone. Mr. President, for more than two decades the trend toward Gov- 
ernment control of more and greater areas and amounts of real property has 
gripped the bureau officials of this Nation. 

For more than a century and a half the settled policy of Congress was to hold 
the public lands in trust for the States until such time as Federal laws could be 
adopted to transwer such property to the tax rolls of the States through in- 
dividual ownership. 

This definite policy was evidenced by the 1841 Redemption Act, the 1868 Home- 
stead Act, the additional Homestead Act, the Stock Raising Act, the 1872 Min- 
ing Act, the small-area legislation, and a succession of other legislative acts all 
secured for a nominal filing fee or small payment, with no relation to the actual 
value of the land. 

The last two decades there has been a reversal of executive policy. 

The trend over this period has been for the Government to acquire more 
and more land under the guise of national defense, or that the public owns certain 
land areas, and, as the landlord, is entitled to an income for its use or full value 
in the event of disposal. 

Mr. President, because of the uneven distribution of such lands owned or to 
be acquired by the Government, it is believed that, whatever their public use, all 
of the taxpayers of the Nation should participate on an equal basis-for such 
utilization. 

Mr. President, I am, therefore, introducing a bill for the consideration of 
Congress that would establish equality in this field. 

The bill would authorize the taxation of certain Federal real property by State 
and local tax authorities, and for other purposes. 

Such a distribution of the responsibility in connection with Government-owned 
property might-have the effect of discouraging the Government bureau heads in 
acquiring lands and property not needed for Government use. 

The expense of acquiring and maintaining needed lands and property for 
Government use would then be borne equally by all of the taxpayers of this 
Nation, wherever located. 


Senator Martone. I appreciate the opportunity of appearing before 
you this morning. 

I think if your committee would stop to think about it—at first 
glance, the first time you hear it, you know you cannot tax Government 
property. Ofcourse you can if the Congress so desires, and the Presi- 
dent signs the bill. d the more you think about it, the more you 
appreciate the fairness of it, and appreciate the fact that, instead of 
having new Government officials come in every few years and suddenly 
discover that we need a lot of land and we want to buy it and keep 
it under Federal control, they will not be allowed to keep anythin 
except what they are actually using, and they will have to make a fond 
case. 

Thank you very much. 

Senator Kennepy. boca We want to thank you for bring- 
ing up the problem of the Western States this morning. 
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Mr. Liescoms. Mr. Chairman. 

Senator Kennepy. Congressman, we are glad to have you with us 
this morning. Do you want to go ahead and present your prepared 
statement ? 


STATEMENT OF HON. GLENARD P. LIPSCOMB, A REPRESENTATIVE 
IN CONGRESS FROM THE 24TH DISTRICT OF CALIFORNIA 


Mr. Lirescoms. Mr. Chairman, I understand that your time is very 
limited, and I appreciate the opportunity of appearing before the com- 
mittee and urging enactment of legislation embodying the policy set 
forth in the several pending bills before your committee which would 
authorize or require Federal agencies to pay, to State and local gov- 
ernments, taxes, or amounts in lieu of taxes, on the value of the feder- 
ally owned properties. 

I understand there has been a great deal of testimony before your 
committee by witnesses from the State of California, and by Senator 
Knowland and Senator Kuchel. They are very fine statements, and 
in the interest of saving time I would like to submit my statement for 
inclusion in the record, and also to include a resolution which was 
passed just a day or so ago by the Los Angeles City Council, which 
also urges the enactment of legislation embodying the policy set forth 
in these bills before your committee. 

Senator Kennepy. Without objection, it will be so inserted. 

Mr. Lirscoms. I appreciate the opportunity to appear here, and I 
shall leave this for the record. 

Senator Kennepy. Congressman, we are very glad to have your 
statement, and it will be placed in the record. 

Mr. Lapscoms. Thank you, sir. 

(The document referred to follows :) 


STATEMENT OF Hon, GLENARD P. Lipscomrp, A REPRESENTATIVE IN CoNGress From 
THE 24TH DiISTRICT OF CALIFORNIA 


Mr. Chairman and members of the committee, I appreciate this opportunity 
to appear before the committee to urge enactment of legislation embodying the 
policy set forth in the several pending bills—S. 826, 8. 1566, S. 1657, S. 2390, 
S. 2754, and S. 3534—which would authorize or require Federal agencies to 
pay to State and local governments taxes or amounts in lieu of taxes on the 
value of federally owned properties. 

I understand that the committee has already heard extensively from mem- 
bers of the public and from various State, county, city, and other local officials 
and organizations concerning the obvious need and justification for legislation 
in this field. The transcript of your hearings last July on these same bills 
reveals that the vital importance of these bills to California was ably and 
thoroughly presented to Senator Kuchel and by other California witnesses. I 
can add little to Senator Kuchel’s splendid presentation, and wish to endorse 
his remarks. 

My only purpose in appearing before the committee is to emphasize the im- 
portance, which California, and the Los Angeles area in particular, attach to 
the portions of these bills which deal with the problem of loss of tax sources, 
by the State and local governments caused by the fact that the Federal Gov- 
ernment, directly or through contractors, has taken much valuable real estate 
and personal property off property tax rolls, thereby reducing State and local 
financial resources at a time when the expansion is bringing new service problems 
for many local governments. 

In both the 83d and the 84th Congresses, I introduced bills (H. R. 7782, 
83d Cong.; H. R. 1587, 84th Cong.) which would provide for payments to 
State and local governments in lieu of taxes on the property of defense pro- 
duction facilities acquired or constructed by the Federal Government subse- 
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quent to June 30, 1950. Payment would also be made on certain personal 
property such as machinery, goods in process, inventories, etc., of such defense 
production facilities. 

Because of my interest in and concern about this problem, the Council of 
the City of Los Angeles, at a meeting held April 18, 1956, adopted a resolution 
urging me to appear at this committee’s public hearings on behalf of the city 
of Los Angeles, to request that your committee consider seriously the impor- 
tance of personal property assessments of inventories, etc., of plants engaging 
in Government contracts, of particular significance in the State of California, 
in connection with the overall problem of in lieu tax on Federal property. 

The city council points out, in particular, that the Commission on Inter- 
governmental Relations recommended inauguration of a broad system of pay- 
ments in lieu of property taxes to State and local governments, specifying 
commercial and industrial properties as the most important category on which 
such payments should be made. 

The Los Angeles City Council further points out that this problem is one 
of particular concern to the city of Los Angeles, the county of Los Angeles, 
and the southern California area in general because of the prevalence of defense 
industries wherein disputed taxes invloving inventories and work in process 
in connection with Government contracts is said to exceed $5 million per year 
in Los Angeles County alone. 

I would urge that the committee give serious and most careful consideration 
to this problem, and that legislation be enacted embodying the concept of 
payments in lieu of taxes on the property of such defense production facilities 
and personal property connected with such defense production facilities, 

I would appreciate very much the committee’s acceptance for printing within 
the body of the transcript of its hearings at this point the resolution adopted by 
the Council of the City of Los Angeles at its meeting held April 18, 1956, which 
I herewith offer for the consideration of the committee. 


Crry or Los ANGELES 


RESOLUTION 


Whereas the problem of the ever-increasing amount of property owned by the 
Federal Government which escapes local taxation, and constitutes a burden on 
local communities, is one of nationwide concern ; and 

Whereas the American Municipal Association, the National Association of 
Assessing Officers, and other similar organizations have led the effort for a broad 
program of payments in lieu of taxes on such Federal property ; and 

Whereas a carefully selected group of the Nation’s outstanding citizens, work- 
ing as a subcommittee to the Commission on Intergovernmental Relations, has 
recommended that adequate legislation be enacted in order to promote the finan- 
cial integrity and independence of local government, and remove a source of fric- 
tion in intergovernmental relations; and 

Whereas this problem is one of particular concern to the city of Los Angeles, 
the county of Los Angeles, and the southern California area in general because 
of the prevalence of defense industries wherein disputed taxes involving inven- 
tories and work in process in connection with Government contracts is said to 
exceed $5 million per year in Los Angeles County alone; and 

Whereas among the many bills introduced to the Congress on behalf of this 
problem are those by Senators Knowland and Kuchel and Congressmen Lipscomb 
and McDonough of California; and 

Whereas public hearings are scheduled before the full Senate Government 
Operations Committee in Washington, D. C., on April 19 and 20, on a number of 
these bills: Now, therefore, be it 

Resolwed, That our California Senators, the Honorable William F, Knowland 
and the Honorable Thomas H. Kuchel, be urged, by telegram, to appear at these 
public hearings on behalf of the city of Los Angeles, and that the importance of 
the personal property assessments of inventories, etc., of plants engaging in 
Government contracts, of particular significance in the State of California, be 
carefully considered in connection with the overall problem of in lieu tax on 
Federal property. 

Presented by: Harold A. Henry, councilman 4th district. Seconded by : Gordon 
R. Hahn, councilman 8th district. 
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I hereby certify the foregoing to be a true and correct copy of resolution adopted 
py the council of the city of Los Angeles at its meeting held April 18, 1956. 


Watrer C. Pererson, 
City Clerk. 


By Henry P. Rio, Deputy. 


Senator Kennepy. Mayor Claude E. Porter, of Adrian, Mich., rep- 
resenting the American Municipal Association. 
Mayor, won’t you be seated ? 


STATEMENT OF CLAUDE E. PORTER, MAYOR, ADRIAN, MICH., 
REPRESENTING THE AMERICAN MUNICIPAL ASSOCIATION, AC- 
COMPANIED BY PATRICK HEALY, JR., EXECUTIVE DIRECTOR, 
AMERICAN MUNICIPAL ASSOCIATION, WASHINGTON, D. C. 


Mr. Porter. Thank you. 

Honorable chairman and members of the committee, I am Claude 
E. Porter, mayor of the city of Adrian, Mich., a past president of the 
Michigan Municipal League. I served on the Little Hoover Commis- 
sion of the great State of Michigan. 

It is a privilege to come before your distinguished committee this 
morning and make a statement in behalf of the American Municipal 
Association and the more than 12,000 municipalities it represents. 

We wish to express our deep appreciation to you, the chairman, sir, 
and the members of the committee, for scheduling a hearing on this 
important legislation. 

Ve in the cities feel that the urgent need for a broad program of 
payments to municipalities in lieu of taxes on federally owned prop- 
erty has been conclusively demonstrated. Our testimony is brief. 

With the chairman’s permission, we should like to incorporate into 
the record of this hearing our association’s national municipal policy 
on payments in lieu of taxes. 

re sg Kennepy. Without objection, the statement may be in- 
serted. 

Mr. Porter. We should also like to include in the record a few of 
the letters typical of the hundreds that we have received from mayors 
urging passage of this legislation. These have come from mayors 
throughout the length and breadth of our country, representing both 
large and small communities. 

Senator Kennepy. Mr. Mayor, this material will be received and 
incorporated in the permanent files of the committee. 

Mr. Porter. Thank you, sir. 

(Norn: The communications referred to are addressed principally 
to the American Municipal Association, and in some instances are 
duplicates of similar ones addressed to Chairman McClellan, which ap- 
pear in the record at the conclusion of the hearings; others contain 
detailed information with reference to the fiscal problems resulting 
from Federal acquisition of property in the respective communities. 
They have been incorporated in the permanent files of the committee.) 





398 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


(The statement of the American Municipal Association on payments 
in lieu of taxes, referred to, is as follows :) 


ReEsoLuTION 4, AMERICAN MUNICIPAL ASSOCIATION 
NATIONAL MUNICIPAL POLICY ON PAYMENTS IN LIEU OF TAXES 


(Passed at the 32d Annual American Municipal Congress, Miami, November 
27-30, 1955) 


This association and the 12,000 cities which it represents consistently have 
urged the Congress to authorize the payment to municipalities by the Federal Gov- 
ernment of local property taxes or the payment of an annual sum in lieu of taxes 
on federally owned property. The Commission on Intergovernmental Relations 
in its report to the President noted that the immunity of the National Govern- 
ment from State and local taxation requires urgent attention. This immunity 
reduced the tax base of municipalities. The burden falls unevenly, being most 
severe in areas where the value of Federal property is large in proportion to 
the total property value, the Commission reported. 

Congress has from time to time recognized the necessity of obligating the 
Federal Government to pay some State and local taxes or their equivalent. In 
the last session, Congress passed Public Law 388 which grants temporary relief 
to about 60 communities by authorizing Federal agencies to make payments to 
local authorities in lieu of property taxes on property transferred since 1946 by 
the Reconstruction Finance Corporation. 

The American Municipal Association commends the Congress for its efforts 
but recognizes that the measure does not meet the needs of our cities. What is 
needed is a greatly expanded and permanent program for payments in lieu of 
taxes. The association urges the Congress to adopt the recommendations of 
the Commission on Intergovernmental Relations and “* * * inaugurate a broad 
system of payments in lieu of property taxes to State and local government.” 

Mr. Porter. In general we support the recommendations of the 
Study Committee Report on Payments ii Lieu of Taxes and Shared 
Revenues. This report was submitted in June 1955 to the President’s 
Commission on Intergovernmental Relations headed by Mr. Meyer 
Kestnbaum. I had the honor of serving cn the study committee with 
your distinguished chairman, Senator Humphrey. 

Some eight areas of policy are involved in the study committee 
report, the Kestnbaum report, and the bills now before this committee. 
These areas-are clearly defined in the very excellent Memorandum 
No. 84-1--36 prepared by your committee staff. 

In that connection, see page 63 of hearings of Government Opera- 
tions Committee on payments in lieu held July 25, 1955. 

We will confine our remarks to our views on these eight policy 
questions. 

1. In general the Federal Government should not waive its immunity 
and subject its properly to direct taxation : 

Payments in lieu of taxes are preferred to direct taxes. In lieu pay- 
ments will provide the localities with needed relief. ‘There are three 
exceptions which we feel are justified because of the nature of the 
property and tax involved. 

They are (a) Federal property acquired to protect the financial 
interests of the Government in connection with loans; (6) Federal 
property which is leased or sold on conditional sale; and (c) special 
assessments for local improvements. 

In the case of (a) and (6) above, Federal ownership is temporary. 
The property was previously on the local tax rolls, and in time we 
hope will be returned to the local tax rolls. 
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nits 2, With respect to military and naval installations, they should be 
required to make payments in lieu of taxes. _ 

The study committee and all the pending bills would subject military 
and naval installations which engage in industrial and commercial 


activities to payments in lieu of taxes. 
This includes arsenals and navy yards. Equity demands that all 
ber ) = military and naval installations should make payments. The purpose 
: of payments in lieu is to fix upon the Federal taxpayer the costs of 
ave | providing municipal services to Federal installations which serve a 
Ov- ) broad regional or national interest. 
Certainly military and naval installations are in this category. 
n- Army camps and naval stations greatly increase the burden on 
ity local government. To exempt these installations would fly in the 
rst teeth of the whole purpose of granting relief from the hardship to 
” local taxpayers. 
he Senator Kennepy. Mr. Mayor, the Boston Navy Yard employs 
In 10,000 people; it is a tremendously important institution to the pros- 
ef perity of our cities and State. The cities around the navy yard would 
c be very much upset if the navy yard were withdrawn. Do you not 
feel that the benefits which come to the State of Massachusetts from 
ts that navy yard are sufficient so that it is not necessary for the Navy 
is to also pay taxes to the communits ? 
. Mr. Porter. Senator, you are bringing up a very good point. It is 
d very definitely the chamber of commerce approach, rather than the 
approach of the municipal government, which pays the bills. 
° While it is deemed very beneficial to have prosperity in any area, 
1 taxes do not increase or decrease with payrolls. They, therefore, 
; would not change that; and while you may have objection from the 
. chamber of commerce, I think that the municipal government might 
sit by quietly and not enter into such a discourse. 
Does that answer your question ? 
Senator Kennepy. I think it does. It is just a question of whether 


these communities which fight to have Government projects brought 
to their areas, which bring them great prosperity, do not receive a 
sufficient contribution in that fact alone in many cases. Now, that is 
not true in all cases, but in cases like navy yards, which you included 
in your discussion, it seems to me the Federal Government is already 
making a great contribution to the welfare of the State of Massa- 
chusetts. In answering whether the Federal Government should have 
to pay taxes to a local community, or perhaps whether the State 
should—if the States are going to encourage the establishment of Gov- 
ernment agencies in their area because of the prosperity it brings—it 
seems to me we should consider whether the Government is making 
enough of a contribution in that area. 

Mr. Porter. It is my understanding there is currently under con- 
struction, or proposed, an addition to the Brooklyn Navy Yard which 
will take other areas off from the tax rolls than those which have 
been previously taken off from the tax rolls. 

It is a case of the navy yard growing with the country and with 
the responsibility, and being an expense to the municipality or local 
government which properly should be shared with all of the people 
who profit from that defense or are protected by that defense. 

Senator Kennepy. Fine, Mr. Mayor. 
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Mr. Porter. Third: If a cutoff date is selected, it should not be later 
than September 8, 1939, the start of World War ITI. 

This date was the overwhelming choice of the study committee 
because it marked the starting time of the enormous expansion of 
Federal property ownership accompanying the commencement of the 
national emergency defense program. 

Those who argue for a more current date maintain that communities 
which have long borne the cost of providing services to Federal prop- 
erty have adjusted to the condition and should not be given relief. 
This is as reasonable as the argument that because a blind man is 
accustomed to his blindness, he should not be given sight. 

4, There is little likelihood of many unjust gains to municipalities, 
and equity must be determined on an individual basis. 

Equity should be determined by experience in the remote cases, 
if any, where it appears that there may be unreasonable payments 
to localities. Our present local property tax system has been devel- 
oped over generations of American practice, and it is generally 
accepted as equitable. 

Congressional intent should be the guide for the Federal agency 
administration. Payments should be made so they do not cause 
inequity to the Federal taxpaver or the local taxpayer. 

Local government depends upon property-tax receipts for support. 
Payments to municipalities should therefore be in the same propor- 
tion as private interests pay for similar services. 

In accordance with the above policy deciarations, protection will 
be provided against the few areas in which so-called windfalls may 
originate. 

5. The Federal Government should consent to the payment of spe- 
cial assessments to municipalities for local improvements. Nearly all 
are in agreement that this is justified. 

Local improvements enhance the value of the Federal property as 
well as local property, and accordingly the Federal Government should 
consent to the assessments. 

Certain safeguards are provided for the Federal property. It must 
be in the benefited district and the Federal property must be treated 
on the same basis as non-Federal property. 

6. The Federal Government should make transitional payments 
on properties which normally would not be subject to any payments. 
Many of the bills provide for transitional payments in diminishing 
amounts on certain properties. 

These properties are Federal prisons, customhouses, hospitals, homes 
for the aged, immigration stations, and many others. They are ex- 
emnt from payments even though they serve a broad national purpose. 

Removing these properties from the tax rolls will cause hardship to 
local taxpayers. To cushion the shock of new Government acquisi- 
tion for the above purposes, a system of transition payments is recom- 
mended. 

Starting at the prevailing tax status, they would be decreased in 
tax assessment 20 percent each 2 years until, at the end of 10 years, 
they would become tax exempt. 

Property acquired within the last 10 years should likewise make 
transitional payments in the same manner. While transitional pay- 
ments are preferred to no payments at all, it should be borne in mind 












a 
4 
4 
; 
j 
{ 








ater 


ttee 
1 of 
the 


ties 
op- 
ief, 
| is 


les 
eS, 


its 
e]- 





lee 


+ a ae SRS 


PAYMENTS TO STATE OR LOCAL TAXING UNITS 401 


that these installations continue to create a burden on local tax- 
payers. There is nothing to support the contention that this burden 
will somehow become less as time passes. 

Consideration should be given to extending payments to these in- 
stallations on the same basis that other Federal property would be 
subject to payments. 

7. Initial computation of Federal liability for local payments 
should be made by the local taxing authorities. 

Experience is on the side of local officials. Initial valuation, levy- 
ing, assessment, and equalization should be left in municipal hands. 
This is the case with privately owned property and, like the private 
owner, the Federal Government has the same recourse to local boards 
of review, the State equalization board, judicial review, and appellate 
procedures. 

Senator Krennepy. In other words, the decision as to how much 
the Fudeunt Government should pay would be left to the local com- 
munities ? 

Mr. Porter. Yes; following the machinery already set up and his- 
torically accepted, in all of the areas, for processing such activities. 

Senator Krennepy. There is a tremendous difference between the 
position of the Federal Government and a local board, and a private 
citizen in that community and a local board. I would not think that 
the Federal Government should have to be at the mercy of a local 
commission to decide how much it should pay to that State. 

It seems to me it is a decision which should be in the hands of the 
Congress. 

Mr. Porter. We don’t, if I may say so, like the reference to “being 
at the mercy of the local board.” The Members of Congress are 
former citizens from some community, and we are presuming that the 
integrity of the men who succeeded them in the local community is 
equal to what they have as they are now in the higher echelon in 
running our Government. 

Senator Kennepy. I think the feeling that the funds of the Govern- 
ment are unlimited, would seem to me to encourage local boards to per- 
haps deal more strictly with the Federal Government than they might, 
in setting the assessments, than in dealing with their local citizens, 
who have some power over them from an election point of view. 

I just suggest that because I believe that one of the questions we 
must consider is whether the Congress should decide it or whether the 
local boards should. 

What you are suggesting, in other words, is for the Federal Govern- 
ment to come into these local commissions and let them decide how 
much they ought to pay. Iam not sure that would meet with the 

Mr. Porter. To make the original decision, subject to a commission 
that has been discussed, to be set up by the Congress. 

In those cases that were investigated or reviewed during the time of 
the study committee hearing—and this was one of the questions that 
was discussed at great length—it was found, generally speaking, that 
the Government was receiving favorable application of tax structure 
< oe in the RFC area, where they had been taxed rather unfavor- 
ably. 

Now, there could be remote cases, and to that extent the review and 
the process of local government would be carried through to solve 
each case on the basis of its own merits. 
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For the Federal Government, there is the additional protection of 
review by the Federal administering commission which is provided in 
most of the bills. I think, had I read that sentence, it might have 
somewhat answered this question. 

The alternative is to authorize the Federal agencies to make the 
initial determination. City officials shudder at the thought of dupli- 
cating the above smooth-working system with a new Federal system. 

At the time the study committee was in operation, 1955, the Federal 
Government, which owns one-quarter of the land area of our country, 
had no inventory of its properties. There was no record at all of 
tangible personal property. 

With that kind of bookkeeping, an agency could easily lose track 
of half a State, to say nothing of a few billion dollars worth of factory 
properties. 

8. The Federal Government should make payments in lieu on 
tangible personal property that is incidental to commercial or 
industrial activities. 

The same reasons in support of payments in lieu for Federal real 
property also apply to tangible personal property. Payments should 
therefore be made on the same basis as real property. 

In those places where personal property taxes apply, municipal 
officials are constantly faced with the loss of tax revenue from Fed- 
eral contractors, who avoid the local levies under the Federal immu- 
nity. 

Early in the manufacturing process, the Federal Government, by 
virtue of partial payments to the contractor, claims title to personal 

roperty that goes into the finished product. Thus, the contractor 
erat an exception. 

Senator Kennepy. Thank you very much, Mayor, for a very help- 
ful statement. 

Mr. Porter. Thank you, Senator. It has been a genuine privilege 
to be here with you this morning and to make this statement for the 
American Municipal Association. 

Senator Krennepy. Mr. Mayor, Mr. Nobleman, the staff expert on 
this matter, would like to ask you a question. 

Mr. Nogteman. I would like to put one question to you: Let us 
assume a situation where there are in your city several empty lots, 
zoned industrial, and the owner is paying the requisite taxes on the 
empty lots. 

The Navy comes in and builds a large installation there, and en- 
gages in a commercial or industrial enterprise. Now, assume further 
that improvements are made which amount to $20 million. It is the 
kind of enterprise in which a private individual or a private cor- 
poration would not normally invest so large an amount. 

Is it your position that under those circumstances, there is a justi- 
fication for levying taxes on the Navy in the same manner as on pri- 
vate industry ? 

Mr. Porrer. May I answer that “Yes,” and give an example. 

In our community, with which I am most familiar, the Air Force 
back in 1942 moved in and built a plant which it has been testified 
in earlier hearings cost more than $25 million. They used 75 acres of 
land in the industrial area of our community, land which today is 
sorely needed for private enterprise expansion, and definitely would 
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have been used had it not been used by the Air Force plant which was 
constructed on an emergency basis. 

We are located 59 miles southwest of Detroit, 33 miles northwest of 
Toledo, and 211 miles east of Chicago. We are in the very heart of 
a rapidly expanding industrial area. They are moving out of the 
metropolitan areas into smaller communities. 

We have had numerous demands, and we do not have the land area 
upon which to place those plants. Since September in 1953, we have 
had four annexation proposals in an attempt to annex to the city 
other areas which are located in the townships. 

The city has voted overwhelmingly in favor of them. The people 
who lived in those areas have voted against it, and therefore they 
have not been annexed. 

Mr. Nositeman. I understand your position, of course. 

There is one other question I want to ask you. Yesterday, the 
county officials seemed to be ready to concede the idea of the 1939 
cutoff date as being unrealistic, from the standpoint of what the Con- 

ress was likely to do. 

What is your position regarding the 1950 cutoff date, and what is 
your reaction to the contention that no Federal payments should be 
made on properties whose noncontributory status has become inte- 
grated into the economic and financial life of the community ? 

Mr. Porter. If my memory serves me correctly, and if you will 
review the writing of the study committee on that particular subject, 
you will find that the September 8, 1939, date was almost unani- 
mously accepted. 

Mr. Nosteman. Oh, yes. I know that was the recommendation 
of the study committee. The Commission, however, did not adopt 
that recommendation. They left it open, and recommended 1939 or 
1950; 1939 at the earliest, 1950 at the latest. 

Mr. Porrer. Of course, it is a prerogative of Congress. 

Mr. NostemMan. I am referring to the report of the Commission, 
not the report of the study committee. 

Mr. Porter. The study committee did not leave that open. 

Mr. Nosteman. No, the study committee did not. 

Mr. Porter. The study committee did not. The Intergovernmental 
Relations Commission, of which the Senator also was a distinguished 
and hardworking member who gave Trojan service, did not stipulate 
adate. Likewise, they did not repeat many of the details which were 
included in the study committee recommendations, because it would 
have made a duplication of effort and, I am presuming, a volume too 
large to handle. 

Mr. Nosteman. Mayor Porter, this was the one place where the 
Commission was fairly specific. They said they were not prepared 
to recommend a specific cutoff date, but that it should not be any 
earlier- than 1939, nor later than 1950. They left open the precise 
date. 

The point I am getting at is that, according to estimates we have 
been receiving, the cost of the program if the 1939 date is adopted, 
would be roughly five times greater than the cost to the national 
taxpayer under a 1950 date. 

And I stress that point about integration into the economic and 
fiscal life of the community, because that very language came right 
out of the report of the study committee in discussing these matters. 
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Mr. Porrer. Are you quoting from Mr. Folsom’s footnote? 

Mr. Nosteman. No, that statement is not from Mr. Folsom’s foot- 
note; that was from the text. 

Mr. Porrer. Because this was an area in which he did not concur, 
and was the only member of the committee to so indicate. 

Mr. Nosteman. I am aware of that. 

Mr. Porrer. We feel that the latest date desirable would be the 
September 8, 1939, date. 

ow, let’s go back to the philosophy of more costs to the Govern- 
ment. Some of the estimates which have been made have been con- 
sidered to be very unrealistic, insofar as a larger speculative figure 
was used than would appear correct from the knowledge of people 
in the field. 

And, again, are you undertaking to do good for the communities 
which are suffering because of this constant eating-in, cancerous proc- 
ess of acquiring property and taking it off the tax roll, or is there 
going to be peunetiding to remedy that? 

Mr. Nosteman. I have been attempting to determine whether your 
position is in agreement with that of the National Association of 
County Officials. 

Mr. Porter. Yes. 

aie NosteMANn. Because there appears to be a difference on the cut- 
off date. 

Senator Humpnrey (presiding). Mr. Mayor, one of the points that 
has disturbed me just a little bit is what is being done about suburbs? 
I was the mayor of Minneapolis, and we figured out that we gave 
more free service to people who did not pay taxes to the city, almost, 
than we did to the people who lived in the city. 

In other words, our parks were the playgrounds of everyone who 
went out of the city to get lower taxes. Our boulevards, our streets, 
were the highways and the byways of everyone who moved away to 
get away from the tax assessments and park boards. 

We had 88-90 miles of boulevards, parkways, 4-lane parkways, 
beautiful parks. We thought we had some of the nicest parks in the 
country. We never obtained any assistance from the legislature. 
We just had to tax the folks in the city. 

Now, isn’t that a problem which is somewhat related to the problem 
of Federal activities? In fact, the Federal activity frequently brings 
people into the city where they buy a house and pay taxes on the house, 
or where they go to the grocery store and the drug store and buy the 
groceries, drugs, and so forth. In each instance, the merchant gets 
a new income. 

I have never seen a community yet, maybe there are some, but I 
have not found any, that did not want a Federal installation, particu- 
larly when the chamber of commerce and other groups found out how 
many jobs were going to be available and how much economic activity 
would result. 

Are you putting as much emphasis on getting the State legislatures 
to porate you to have some kind of a taxing authority which will 
ena 


le you to tax people receiving benefits, but over whom you do 
not now have taxing jurisdiction ? 


Mr. Porter. Senator, let me say——— 
Senator Humpurey. I thought I would bring this topic up—— 
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Mr. Porrer. It is a very good topic. It is a very excellent topic, 
and it has had a great deal of treatment, as you know, in the study 
committee report. 

Let us say like this: During the summer period I have been and I 
may be a freeloader in your community, although many miles removed 
from your community. You, on the other hand, may be a so-called 
freeloader in our community, because you come in and you spend a 
holiday near there. 

Senator Humpurey. I am talking about the community in which 
you live. 

” Mr. Porrer. Oh, yes. 

Now, we will go a step further, to the place where we live. Those 
who live in the area on the perimeter of the city use benefits in the city. 
But whenever the people in the city go outside, they drive across their 
roads, they have even been accused of throwing rubbish along the 
roadside, and many things of that respect. 

Now, there is an approach to that which is gaining favor in many 
areas. Thus far in Michigan it has not, and that, of course, is per- 
missive power for local income tax, such as they have in Toledo, Ohio, 
one of our neighboring communities. 

For the last 8 years, there has been a request before the State senate 
to adopt legislation which would give that permissive power to com- 
munities in our State. 

Senator Humpnurey. The reason I bring this up, Mr. Mayor, is that 
during my brief service as mayor of Minneapolis, we spent a substan- 
tial sum of money for what we called the mayor’s tax and finance 
commission, a citizens group. It was well financed by local contribu- 
tions, and was a commission which made a complete study of all the 
sources of revenue, potential and available, in our city, the use of that 
revenue, and reorganization of the city government. 

Mr. Porrer. Yes, sir. 

Senator Humpurey. But when we completed our efforts to find new 
sources of revenue, we ran right up against a stone wall. I am using 
this as an example, because I know how hard pressed the localities 
are; I am well acquainted with local government, and I appreciate the 
problems which mayors, city councils, and county commissioners 
wrestle with. They are very difficult problems. 

Revenue problems are almost impossible problems today, and yet 
the legislatures appear to be almost immune from any awareness of 
se problems, or if they are aware, they are unwilling to recognize 
them. 

Part of this revenue problem is due to the fact that your taxin 
jurisdiction is limited to a point where it is not commensurate at ail 
with your service jurisdiction. There is a lot of difference between 
traveling on a highway through a suburb out of Minneapolis which is 
a Federal-grant highway or Federal-aid highway; and using a State 
highway for which we are all paying taxes; and using the parks 
benches, streets, and alleys of the municipality. There is a great de 
of difference, because that municipality must pay its own way. That 
State highway and Federal-aid highway is paid for by everybody in 
the State, and sometimes, in part, throughout the Nation. 

I am very anxious to help local governments and I do not think 
it is a plausible or logical argument to say that the Federal Govern- 
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ment cannot afford it. I believe the Federal Government has an 
obligation just like anybody else has an obligation. 

_ Just because legislatures refuse to recognize these problems is no 
justification for the Federal Government to take the attitude. 

Mr. Porrer. I am very happy to hear you make that statement. If 
I may be permitted, I should like to agree with you on one point, 
and disagree with you on another, relative to our State legislature. 

Senator Humpnrey. I did not mean yours, sir. I am speaking in 
generalities. 

Mr. Porter. Of course, you understand, I must speak locally. In 
our area, they certainly know about that. We have seen to it over 
a period of time. 

Senator Humpurey. They know about it, and they act. 

Mr. Porter. In that I disagree with you. But the fact they do not 
act, that I agree with you on. [Laughter.] 

(Off the record.) 

Senator Humpurey. We will attempt to work out an approach to 
this problem so as to obtain economic justice for those communities 
which are in financial difficulty as a waiek of large Federal tax-exempt 
holdings. I do not believe the Federal Government is disassociated 
from these communities. They expect these communities to furnish 
many services; and while I realize they grant many opportunities to 
many communities, this should be a reciprocal arrangement. 

I hope we can accomplish something this year. 

Mr. Porter. Anything we can do on the local level, we are eager 
to do. That is the reason we are here this morning, which is indica- 
tive of what we are willing to attempt to contribute in any way we 
can to have this problem solved. 

Senator Humrnrey. Mr. Nobleman? 

Mr. Nosteman. There is one additional question I should like to ask 
you, Mayor Porter. 

You have pointed out the Federal Government should make pay- 
ments in lieu on tangible personal property of it is incidental to com- 
mercial or induStrial activities. 

Now, there may be justification for such a requirement, and you 
have pointed out that in your judgment there is justification. 

The problem I would like you to address yourself to is whether you 
anticipate any difficulties in administering that part of the program? 

Mr. Porter. In our city, all personal property is assessed as of 
January 1 of each year, and therefore, while it varies up and down, 
you always have it with you. 

Therefore, that is why I recite, in reading this statement, the diffi- 
culty of setting up a new system or machinery for doing these thin 
when there is already a satisfactory, accepted system which is work- 
ing, for doing this, which would be available to scrutiny by any 
Government official, by anyone at any time they want to check into it, 
and if they think there is something wrong, all of this machinery is 
set up for an appeal, and further investigation, and to right any 
wrong. 

You know in your community, you have people, you had people who 
no doubt made their payment of tax under protest. 

Senator Huwrnrer. Oh, yes. 

Mr. Porter. Yes. And they do that to escape penasty. 
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We have not said anything about any penalty in connection with it, 
because we do not believe the Federal Government should be penalized 
in that respect. But nevertheless, that is open to everybody else, and 
the same thing is open to the Government, and they are better able, 
by far, to avail themselves of those privileges, with all of the resources 
of the Federal Government. 

Now, there are misuses that I think you are familiar with, which 
are being had on the personal property, which makes it all the more 
desirable. 

There are, I am informed, in the inventories in Detroit, great quan- 
tities of machinery and equipment which is not used for defense work 
at the present time, but whieh is kept on a standby basis ready for use 
through the manufacture of goods and material later sold in competi- 
tion with areas where they do not pay. 

Senator Humpnurey. Where they do pay taxes? 

Mr. Porrer. In competition where they do pay taxes, and the as- 
sessor goes in and they say, “This is Government personal property. 
You can’t tax this.” But you are using it. 

Here is a contract with the contractor, and they begin at the time the 
first piece is put in on the contract, and from then on to the finished 
product, it is just off base, it is not included as personal property. 

Now, those are some of the inequities, it appears in a review, which 
may be or have been overlooked in the setting up of the legislation 
covering that contractual activity. 

Senator Humpnrey. Your point, then, is, Mayor Porter, there are 
times where the Government = standby equipment which might be 
needed in some national emergency for defense purposes, but which is 
not currently being utilized for that purpose. However, it is bein 
used for commercial purposes under authority of the Department of 
Defense, but is not subject to the same kind of tax levy or payment 
levy that a competing plant would be faced with if the machinery 
were not owned by or under the control of the Government? 

Mr. Porter. That is correct, Senator. 

Senator Humpurey. Thus, the locality is denied its fair revenues 
and a competitive advantage is given to the producer or processor who 
has the Government machinery. 

Mr. Porrer. That is correct. 

Senator Humpnurey. Have you noticed any substantial decrease in 
the price of the commodities produced on the Government-owned 
machines? 

Mr. Porter. I am not prepared to answer that question, but this 
might be true : It might not affect the selling price ; it might be reflected 
in the salaries or wages they pay, which would enable them to secure 
in the market more desirable employees. 

Senator Humpnurey. I see. 

Mr. Porrer. Or it might be checked out as dividends from the 
private company to the stockholders in that company, and therefore 
it would not even be reflected anywhere except that this company is 
making a lot of money as compared to another company in exactly the 
same kind of business, and they do not make that amount of money. 

Senator Humrpurer. Mayor Porter, we would like to take advan- 
tage of your knowledge and experience in this matter, and see if you 
can give us assistance here. 
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Now, as I understand it, you disagree with the proposition of an 
offset against Federal tax liability ; is that correct ¢ 

Mr. Porter. I would like to have you enlarge upon the offset of 
Federal tax liability. 

Senator Humpnrey. If there are some local benefits resulting from 
Federal participation or activities in your community, do you believe 
there should be an offset against the local tax requirement for in-lieu 
payment. Would you balance it off ? 

In other words, would you say, “Well, because of the fact that you 
have a Federal building or activity, you have enriched the community, 
you have brought benefits to the community, there is Federal consumer 
ome na which should be used as an offset against the tax 
iability of the Federal Government” ? 

Some of the bills and proposals before us assume that since the 
community receives some benefit out of this Federal activity, that 
should be taken into consideration before the community asks for pay- 
ments in lieu of taxes. That is what I mean by an offset. That would 
be figured as an offset against the payment in lieu of taxes. 

Mr. Porter. The offset part I understood ; the type of offset, I didn’t 
correctly interpret. Thankyou. You have enlarged upon it. 

Senator Humpurey. Now, with that in mind, in Senator Know- 
land’s bill, on page 8 of S. 2390, there are three sections which relate 
to the subject matter of payments in lieu of taxes with respect to cer- 
tain Federal property, and how they would be assessed. 

Section 5 (b) (1) of the bill provides— 
the nominal Federal tax liability, which shall be the aggregate amount of the 
taxes which would be payable to such authority during such year with respect 
to all property of the classes specified in subsection (a) if legal title to such 
property were held by a taxable person for that portion of the applicable tax 


year during which such title was held by one or more Federal agencies ; reduced 
by (2) the Federal credit against tax liability. 


You see, that is the offset— 


the Federal credit against tax liability, which shall be the aggregate value of 
governmental services of kinds normally furnished by State tax authorities 
which, during such fiscal year, were furnished within the territorial jurisdiction 
of such authority by Federal agencies, computed upon the basis of the unit 
cost incurred by such authority in providing like services, or (in the absence 
of such data) the unit cost therefor incurred by comparable State tax authorities 
in the same vicinity ; and increased by— 


it goes on: 

(3) The Federal specific liability, which shall be the aggregate amount of 
the expenditures incurred by such authority during such fiscal year in furnish- 
ing to or on behalf of all such Federal property services of kinds not customarily 
furnished by such authority to or on behalf of other properties of like class. 

That is lawyers’ language, Mr. Nobleman. [Laughter.] 

As I understand it, this means that you would first compute 
what would be the regular tax if this were a privately owned piece 
of property, or a privately owned installation, Then you would sub- 
tract from that the value of the benefits which that particular Federal 
piece of propert neon to the community and such other serv- 
ices as it may replace. For example, they may have their own guards 
around an installation, and you would not have to provide normal 
police protection ; or they may have their own fire equipment, and you 
would not have to provide normal fire protection. 
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And what this formula provides is that you would compute, inso- 
far as you syns * could, how much of a tax reduction that would 
amount to if the Federal Government provided its own police and 
fire protection, and subtract that from the total amount of tax which 
would ordinarily be levied on a private piece of property which would 
require community fire and police protection. 

Is that about it? 

Mr. Porter. Let me ask you, when you were mayor, did you give any 
offset credit to any of the industries which were located in your fine 
nt for doing exactly the things that you have enumerated 
here 

Senator Humrpnrey. Not that I recall, Mr. Porter. 

Mr. Porrer. No, sir. 

Senator Humpnurey. Not if I could help it. 

Mr. Porrer. I think if you were to ask the same question of the 
legislative bodies of the more than 12,000 communities represented 
by the American Municipal Association, they would come up with 
the same answer. We have other big industries in our communities. 
We have industries, and practically all of them have guards of their 
own in their plants. That is to protect their interest, to see their 
employees don’t do something which is bad, carry out materials, such 
as they every once in a while get caught doing. 

Some of them have special fire equipment. We have a magnesium 

lant which occasionally has explosions which are caused by pouring 
hot magnesium into the molds, and it requires a special treatment. 
We receive a call, and we respond with vhe city fire department, 
but their own men, a volunteer group within the plant, go to work 
immediately, because, as you know, the first 5 minutes in any fire is 
the most important time, and they are on the job and they get to it. 

We have been called upon in the past, in the Federal plant in our 
area, to supplement their own police force, not only by our local police 
authority, but also by the police authority of our county, our sheriff’s 
department, because they have had disturbances there caused by 
labor unrest of one kind or another—not with the present operator 
of the plant, but with some of those who at an earlier date did operate 
it. 

We feel that because of that, we must keep a greater police de- 
partment available for the emergency which may or may not happen. 

In our case, we bought a 75-foot aerial ladder because this was the 
one plant in the area that had height which would demand it if they 
should have a fire. 

Now, we did that prior to the time, prior to 1952, when the taxes 
were being paid on the plant. Our interest is no less now. We are 
only healing with you on the basis of equity, that these are things 
that should be done, 

It is our opinion—and I would like to say that mt testimony 
will be abeak'ox Mr. Eddy, the county assessor of San Diego County, 
which will answer many of these points you bring out—but it is 
certainly nothing that was overlooked and, as you know, they were 
discussed at great extent with the study committee, because there are 
Federal installations which have their own fire departments because 
there are some special types of treatment of the fire that. may be 
necessary. 

69937—56—pt. 2——12 
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But to prevent the spreading of the fire into a wider area, then you 
call upon all of the resources in the area; and, as happened in Livonia, 
in Michigan, in spite of all of the resources that were nearby coming 
in, they could not save that factory. 

It would be our opinion there should be no offsets in that respect, 
any more than there would be to any private industry. 

Senator Humpurey. It is your position that there should be no 
offset. Let us assume, however, that the Congress did not agree with 
that position, and provided for the principle of the offset. 

If the principle of an offset were included in legislation, would this 
kind of formula be a sensible and reasonable formula for computing 
what we mean by an offset as related to the Federal liability for pay- 
ments in lieu of taxes? 

Mr. Porter. Without an opportunity to study the legal phraseology 
which is in here, I don’t believe I would be qualified to answer that 
question, through lack of knowledge. 

Senator Humpurey. Would the American Municipal Association 
be willing to give some thought to this, and provide us with a brief 
memorandum on the proposition, on the assumption that we may in- 
corporate into any bill which we may report, the principle of an offset 
as relating to Federal tax liability? 

Mr. Porter. Senator Humphrey, if I may ask the executive direc- 
tor, Pat Healy, of the American Municipal Association, to answer that 
question, I would like so to do. 

Senator Humpurey. Mr. Healy, would you like to comment on 
that question ? 

Mr. Hearty. We would be very glad, Senator, to work with your 
committee and staff in analyzing that formula. 

Senator Humrpurey. Good. We have to look at this from many 
points of view, as you know. 

Mr. Porter. Oh, yes. And, Senator, this is not my opinion, but 
I would like this for the record, that the editor of our local paper, 
the very excellent Adrian Daily Telegram, wrote an editorial advising 
that the city should go so far as to cut off the water and sewage service, 
and all other city services to that plant when they refused to pay taxes. 

Now, we don’t hold with that feeling, but it indicates a trend of 
public opinion. 

You are familiar, I know, with the case at Cayuga Heights, II1., 
where the city council refused to issue a building permit, and the steel 
for a large national installation laid and rusted on the ground for a 
long time before that was settled; and finally, against the will of the 
people there, the plant was built. 

Those things do not contribute to the compatibility that there is in 
many local areas, and admittedly they would get no place in hassling 
with the Federal Government. 

We are here to plead for the local communities for what they need. 

Senator Humpnrey. You are doing an excellent job, too. 

I know of your good work, Mayor, and I want to thank you very, 
very much for coming here. 

Mr. Porter. Thank you, Senator. I was thrilled at the privilege of 
appearing before your committee. 

Senator Humrnrey. At this point in our discussion, I would like 
to note that, while we were preparing for this part of the hearings, I 
instructed the staff to notify the agencies of the Federal Government 
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that we were going to proceed, and they ought to prepare themselves 
for these hearings, since we intended to report some legislation on this 
subject. 

I would also like to remind you that these are hearings of the full 
committee, and what we do here is the work of the full committee. 

Mr. Nobleman has been in touch with all of the Federal agencies, 
and I, have been informed that, although only the Bureau of the 
Budget and the Department of Defense are presenting oral testi- 
mony, all the other agencies have been submitting very excellent 
reports on the bills which are pending before us. We are inserting 
into the record all of the fine reports submitted by the executive 
branch departments and agencies. 

I have also been informed that these reports are comprehensive, 
and very informative to the committee, and at this time, I would like 
to express our appreciation to the respective departments and agen- 
cies for their cooperation and for their willingness to give us guid- 
ance’ ahd assistance in our consideration of these proposals. (Note: 
The reports referred to appear in the hearing beginning on p. 242.) 

We have tried to let the agencies know that we melts intend to 

roceed, that the study period is all over, and that action rather than 
further study is indicated at this time. 

Whether or not we will be able to get as much action as some of 
our witnesses would like to have is still a question of doubt. How- 
ever, we are proceeding on the assumption we want to enact some 
legislation on this subject at this session of Congress. 

We will call Mr. Sprague now. 

Mr. Spracur. Thank you very much, sir. 


Senator Humpurey. We are pleased that a could be with us. 


Mr. Spracue. I am delighted to be here, Senator Humphrey. 


STATEMENT OF MANSFIELD D. SPRAGUE, GENERAL COUNSEL, 
ACCOMPANIED BY HARRY R. VAN CLEVE, OFFICE OF GENERAL 
COUNSEL, DEPARTMENT OF DEFENSE; RALPH P. DUNN, CIVILIAN 
DEPUTY CHIEF, PROCUREMENT POLICY DIVISION, DIRECTO- 
RATE, PROCUREMENT AND PRODUCTION, OFFICE OF DEPUTY 
CHIEF OF STAFF, MATERIEL, DEPARTMENT OF THE AIR FORCE; 
JOHN L. BATT, REAL ESTATE OFFICE, CHIEF OF ENGINEERS, 
DEPARTMENT OF THE ARMY; CHARLES E. AMMONS, PROCURE- 
MENT DIVISION, DEPUTY CHIEF OF STAFF FOR LOGISTICS, DE- 
PARTMENT OF THE ARMY; COMDR. J. S. MARSH, OFFICE OF NAVY 
MATERIEL, UNITED STATES NAVY; JOHN ANDERSON, DIRECTO- 
RATE, PROCUREMENT AND PRODUCTION, OFFICE OF DEPUTY 
CHIEF OF STAFF, MATERIEL, DEPARTMENT OF THE AIR FORCE; 
MAJ. KENNETH DUCAT, DIRECTORATE, PROCUREMENT AND PRO- 
DUCTION, DEPARTMENT OF THE AIR FORCE 


Mr. Spracur. I am Mansfield D. Sprague, General Counsel, De- 
partment of Defense. 

May I say Senator, that I was very much interested in the discus- 
sion that you had with Mayor Porter, because right after the war I 
was a member of the board of finance in my community at home, and 
then I was chairman of the Finance Committee of the House of the 
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Connecticut Legislature, and subsequently speaker; and here I am 
General Counsel of the Defense Department, so I have been on the 
other side of the fence, both on the local and the State level, too. 

Senator Humrpurey. That is very fortunate, I think, for all of us. 

Mr. Spracur. Well, I can see some danger in having made that re- 
mark at the outset. [Laughter. ] 

I have a statement here, Senator, which I should like to read. It 
is fairly brief. 

Senator Humpurey. Please go right ahead. 

Mr. Spracue. I am here today to testify for the Department of De- 
fense on S. 826, S. 888, S. 1566, S. 1657, S. 2390, S. 2754, S. 3534, and 
H. R. 4883, of the 84th Congress. 

These bills provide in various ways for payments by the Federal 
Government to State and local taxing jurisdictions. The bills are 
all somewhat different, and I will discuss each of them below. 

However, I would like first to discuss generally the position of the 
Department of Defense with respect to the entire subject of Federal 
payments to State and local taxing authorities because of property 
which is not now subject to the State and local taxation. 

I realize that there are instances of genuine hardship which have 
followed upon the recent removal of industrial and commercial prop- 
erty from the tax base of many communities by virtue of Federal 
ownership. 

The Department of Defense does not wish to create such hardships 
and, if they are inevitable, we do not wish to perpetuate them. dn 
the other hand, we feel that Federal immunity from local taxation 
does not per se create hardships. 

Indeed, in many instances, communities have been formed around 
an existing Federal installation, and these communities must have been 
aware from the beginning that they could not expect to receive tax 
revenue from the immune Federal property. 

I would like to add that Public Law 388 of the 84th Congress has 
provided temporary relief in many hardship situations. 

This Departrhent would favor a bill which would alleviate genuine 
hardships ensuing from the recent removal of commercial or indus- 
trial type property from the local tax rolls by virtue of the Federal 
Government’s taking possession of that property, provided that final 
determination respecting payments to be made to any given taxin 
authority remains exclusively a determination of the executive branc 
with no judicial review, and provided that the financial obligation 
of the Federal Government is specifically limited and safeguarded. 

It is not my purpose today to recommend to this committee specific 
Jegislation which would accomplish these purposes. However, I be- 
lieve it is possible that some of the bills before this committee, such 
as S. 1566, S. 1657, S. 2390, and H. R. 4883, all of which provide for 
a board or commission to determine certain in-lieu tax payments, 
might be adapted to meet the objectives of this Department. 

I would like to turn now to the provisions of the specific bills before 
this committee. 

S. 826 is identical to S. 2473 of the 83d Congress. Secretary of the 
Army Brucker, then General Counsel of the Department of Defense, 


1H. R. 6182, which was substantially similar to 8S. 888, became Public Law 888, 84th 
Cong., on August 12, 1955. 
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testified before a subcommittee of this committee 2 years ago with 
respect to S. 2473, and I refer you to his testimony on that bill. 

Today I would like to supplement that testimony by pointing out 
the ways in which S. 826 does not meet the objectives of this Depart- 
ment which I have outlined above. 

First, it would provide for payments in lieu of taxes on account 
of any property, the title to which is in the Federal Government, or 
which, by reason of its use by the Federal Government, is not subject 
to taxes of general application levied by local taxing units, and which 
is acquired, owned, or used for industrial or commercial purposes in 
connection with national defense. Thus, the scope of the in-lieu pay- 
ments under S. 826 is far greater than that which I have proposed. 

The bill also provides a waiver of Federal immunity to State and 
local taxation with respect to certain property. In this connection 
I would reiterate the views expressed 2 years ago by Secretary Brucker 
regarding waiver of Federal immunity. This Department does not 
favor and never has favored waiver of Federal immunity for the pur- 

ose of making Department of Defense property subject to direct 
tate and local taxation. 

Furthermore, S. 826 does not make clear, even in respect to pay- 
ments in lieu of taxes, that the Federal payment will be made in the 
discretion of the Federal Government, with no judicial review. 

Finally, the probable annual cost to the Department of Defense 
under S. 826 would be approximately $274,095,560. 

I would like to say at this point that although I shall give you 
approximate total cost estimates under these bills, I have asked repre- 
sentatives of the three military departments to accompany me today, 
and these gentlemen are prepared to go into detail, showing how those 
estimates were arrived at. 

S. 888 is substantially similar to Public Law 388 of the 84th Con- 
gress, the act of August 12, 1955. Since this Department is imple- 
menting Public Law 388, I will not, unless the committee wishes, 
discuss S$. 888 further. 

Senator Humpurey. There is no need to. 

Mr. Spraaue. Thank you, sir. 

S. 1566, like S. 826, provides for waiver of Federal immunity with 
respect to taxes on certain Federal property, and also with respect to 
certain special assessments. Section 101 of that bill provides for pay- 
ments in lieu of taxes on Federal property, which is defined as (1) real 
property the title to which is in the Federal Government and real 

roperty held in trust for individuals or groups of individuals by the 

ederal Government; and (2) tangible personal property, title to 
which is in the Federal Government, and which, by reason of its 
attachment to real property, has a fixed location. 

It can be readily seen that the scope of these payments in lieu of 
taxes goes far beyond payments to relieve genuine hardships result- 
ing nt the removal of industrial and commercial property from local 

x rolls. 

With respect to the direct taxes which this bill makes provision for, 
there would be no provision for final determination by the Federal 
Government of the amounts to be paid to the taxing authorities. 

And even with respect to the in-lieu payments, the Commission for 
Payments to States and Local Governments on Federal Real Property 
proposed by section 501 of the bill is not provided with sufficient dis- 
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cretion to insure that the Federal payments would meet the criteria 
which I have discussed earlier. 

The estimated cost to this Department annually for payments under 
S. 1566 is $490,788,640. 

Senator Humrpnrey. How do you come to that conclusion, both on 
this one and on the previous bill, S. 826? 

Mr. Spracur. I am going to discuss later in the statement the method 
we used to arrive at that, Senator. Would you prefer to have me 
do that now ? 

Senator Humpnrey. If you are going to come to that as you go on, 
that will be fine. 

Mr. Spracvr. Yes, sir. We will be glad to tell you how we arrived 
at that result. 

Senator Humpnrey. Thank you. 

Mr. Srracue. S. 1657 and S. 2390, which are similar bills, provide 
that all Department of Defense industrial and commercial property— 
both personal and real—including command property devoted to com- 
mercial and industrial uses, would be the basis for either direct pay- 
ments or payments in lieu of taxes. 

Both bills would establish a Federal Tax Payments Board which 
would have authority to make binding determinations with respect to 
the Federal payments. The bills also provide a formula for the 
limitation of certain payments in lieu of taxes. 

However, it is clear that the scope of the in-lieu payments proposed 
by these bills goes beyond the proposals which I have discussed earlier 
and, additionally, that these bills waive Federal immunity to State and 
local taxation with respect to certain property. 

The estimated annual cost to this Department under S. 1657 or 
S. 2390 is $327,352,840. 

S. 2754 also waives Federal immunity to State and local taxation. 
Additionally, S. 2754 would subject Federal agencies to judicial 
process in the Federal courts for collection of contested taxes. 

I would like in this connection to point out that the number of such 
suits could be enormous. There are thousands of counties in the 
United States with perhaps some 20,000 major taxing jurisdictions, 
and many more minor ones. Although the Federal Government obvi- 
ously does not have property which would be subject to State and local 
taxation under S. 2754 in all taxing authorities in the country, and, 
equally obviously, not all of the taxing authorities where Federal 
property is located would bring suit against the Defense Department, 
nevertheless, even if a very anal percentage of those authorities should 
sue the Defense Department, there would be involved a very consid- 
erable burden on the Federal Government to defend or compromise 
those suits. 

And, of course, the bringing of any such suit would impose a serious 
financial hardship on the local taxing authority. 

The estimated annual cost to this Department if S. 2754 were 
enacted would be $407,388,640. 

S. 3534 provides for payments in lieu of property taxes on property 
acquired by the United States after December 31, 1954, if that property 
was theretofore subject to property taxes, the proceeds of which were 
committed to the discharge of any bonded indebtedness incurred by 
the ae for any public improvement, as that phrase is defined 
in the bill. 
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S. 3534 was not received in time for the preparation of cost esti- 
mates, although it is obvious that the costs under it would be con- 
siderably less than the costs under any of the other bills which I have 
discussed today. SS. 3534 would require payments for all property 
which meets the tests in the bill, and thus it does not seem in accord 
with the proposals I have outlined. 

Finally, H. R. 4883, like the other bills discussed, makes provision 
for waiver of Federal immunity. It also provides for payments on 
account of Federal property, which is defined by language similar 
to that used in S. 1566. 

Although H. R. 4883 does not provide for judicial review, it also 
establishes a Commission for Payments to State and Local Govern- 
ments on Federal Real Property without clearly defined authority to 
meet the objectives of this Department which I have discussed earlier. 

Before asking the representatives of the 3 military departments to 
present their detailed cost estimates under these bills, 1 would like to 
touch on 2 points. 

I would first like to point out to this committee that all of the bills 
here considered save S. 888 and S. 3534 might result in tax windfalls 
to some local communities. These would be communities such as those 
I mentioned in my opening remarks, which have never relied upon 
revenue from Federal property for support of the local governments, 
and also communities which would receive by way of in-lieu payments 
or direct tax payments revenues far in excess of the needs of those 
communities. 

An example might be Lawrence, Kans., which was discussed in 
detail during Secretary Brucker’s appearance before a subcommittee 
of this committee 2 years ago. 

A cutoff date in the recent past to determine eligibility for payments 
would probably remove the possibility of this kind of windfall. 

Finally, I would like to say a word with respect to the cost esti- 
mates which I have given this committee. Those estimates are com- 
posed of two elements. 

The first is the value of the property to be taxed, usually acquisition 
cost or initial construction cost to the military departments. 

The second is the factor applied to such costs in order to determine 
the estimated tax expense. I have applied a factor of 2 percent. I 
do not wish to suggest to this committee that my figure of 2 percent is 
a firm, unquestionable figure. I will say that I do not believe anybody 
could come before this committee and indicate with much assurance 
what percentage factor should be applied. 

This uncertainty is inherent in the complexity of local tax laws and 
practices. We are dealing here with two general classes of property, 
real estate, and personalty. 

The tax assessment of these classes of property is some percentage of 
market or replacement value. This percentage differs from community 
to community, and also frequently differs between real and personal 
property. 

Recourse to the statutory rates of assessment is of little assistance, 
since as a practical matter statutory rates are not invariably followed 
by taxing authorities. 

And, as all of you are aware, the rate of tax to be applied against 
the assessed value of the property taxed varies widely from community 
tocommunity. Not only that, but many communities do not have a set 
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rate of tax, but determine that rate following an annual assess- 
ment and in light of estimated annual expenses. 

In view of these imponderables, I have derived the factor of 2 percent 
from the only recent experience which this Department has had with 
known tax figures. My data have come from three lawsuits which are 
now in the courts in the States of Michigan, Wisconsin, and California. 

The detailed figures are set forth in Secretary Brucker’s testimony 
at pages 110-111 of the hearings I have referred to, and I will not bur- 
den this committee with a repetition of them. Suffice it to say that our 
known figures corrected to reflect a tax on 100 percent of value indi- 
cate that personalty is taxed at 3 percent in Michigan, 4.2 percent in 
Wisconsin, and 2.7 percent in California, 

I consider a 2 percent factor to be conservative in light of these 
figures. 

If I have not estimated rightly in my application of a 2 percent fac- 
tor to the value of this Department’s property which would be taxed 
under these particular bills, the total cost to this Department of the 
proposed taxes would, of course, be greater or less than the figures I 
have indicated. 

However, I would consider myself derelict in my duty to this com- 
mittee if I did not point out the estimated cost of these bills to this 
Department, based on our only recent experience in this field. 

I would be glad to answer any questions which the members of this 
committee may have respecting my testimony or to present the repre- 
sentatives of the military departments to the committee to support the 
figures relating to the value of their property which have formed the 
basis for my estimates of the probable costs under these bills. 

I might say, also, Senator that I have with me here Mr. Harry Van 
Cleve, from my office, who has done a great deal of work on this par- 
ticular subject. 

Senator Humrurey. The first point I would like to raise is whether 
the Department of Defense presently makes any payments in lieu of 
taxes upon any of its properties which it has acquired for industrial 
or commercial ‘purposes ? 

Mr. Sprague. Under Public Law 388. 

Senator Humpnrey. Those are former Reconstruction Finance Cor- 
poration properties? 

Mr. Spracug. Yes. MG, 

Mr. Van Creve. Those are presently, of course, under the jurisdic- 
tion and control of the military departments, although they were once 
RFC. 

Senator Humpurey. Now, prior to the enactment of Public Law 
388, what did you do? ; 

Mr. Van Ctieve. I don’t believe we had any statutory authority to 
make payments, either direct payments resulting from a waiver of 
Federal immunity, or payments in lieu of taxes, except under some 
of the Army’s civil-works projects where there are revenue-sharing 
provisions written into the law. yet 

Senator Humpnrey. You refer to the shared revenue provisions 
of some statutes ? 

Mr. Van Creve. Yes, sir. 

Senator Humpnrey. Other agencies of Government do make pay- 
ments in lieu of taxes, do they not ? 

Mr. Van Creve. Yes, sir. 
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Senator Humpnrey. Why is it that the Department of Defense has 
not asked for the privilege of making payments in lieu of taxes? 
[ Laughter. ] 

Mr. Sprague. Well, I would make one comment on that before Mr. 
Van Cleve attempts to answer it. 

I suppose it is because of the enormous problem of determining 
how much should be paid, and then after you have determined that, 
the tremendous amount involved, percentagewise, would be so great 
that I assume and think it would just be better not to get into the pic- 
ture at all on a voluntary basis of some kind. 

But you may have a more specific answer to that, Harry. 

Mr. Van Creve. Not a more specific answer, but I would like to 
add this: 

The Atomic Energy Commission, the Tennessee Valley Authority, 
and the Reconstruction Finance Corporation, all were given, when 
they were created by Congress, authority to make either direct or 
in-lieu payments. We have never received such authority. 

Since the creation of the Kestnbaum Commission, we have felt we 
should defer any action until the Kestnbaum Commission reported. 

Senator Humpnrey. That was about a year ago. 

Mr. Van Creve. Yes, sir. We received their report, I think, in 
June of last year. 

Senator Humpnrey. Has the Office of the General Counsel of the 
Department of Defense taken any steps to make any suggestions as 
to what kind of payment in lieu of taxes you would like to make? 

Mr. Van Creve. Well, since the summer of last year we have been 
actively involved in implementing Public Law 388, which was passed 
in August of last year. 

It has been our hope that we can derive experience from operations 
under that law which will put us in a better position in respect to 
more general permanent legislation. 

Senator Humpnrey. How does Public Law 388 operate? What are 
the actual mechanics from the standpoint of an owning agency? In 
this connection, I would like to have incorporated in this record the 
report on Public Law 388, together with an explanation of how it 
actually operates. 

Mr. Spracur. We would be glad to provide you with an analysis 
of what we have done and what the services are doing. 

Senator Humpnrey. That would be very helpful to us. I shall ask 
the General Services Administration to submit similar information 
concerning their properties. 

(The information referred to is as follows:) 


(S. Rept. No. 1253, to accompany S. 2377, follows. It is identical with the H. 
Rept. No. 1453 on H. R. 6182, a companion bill, which became Public Law 388) 


{S. Rept. No. 1253, 84th Cong., 1st sess.] 


AMENDING THE FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES Act oF 1949 To 
MAKE TEMPORARY PROVISIONS FOR MAKING PAYMENTS IN Liev or Taxes WITH 
RESPECT TO CERTAIN REAL PROPERTY TRANSFERRED BY THE RECONSTRUCTION 
FINANCE CORPORATION AND ITs SUBSIDIARIES TO OTHER GOVERNMENT DEPART- 
MENTS 


The Committee on Government Operations, to whom was referred the bill 
(S. 2377), to amend the Federal Property and Administrative Services Act of 
1949 to make temporary provisions for making payments in lieu of taxes with 
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respect to certain real property transferred by the Reconstruction Finance 
Corporation and its subsidiaries to other Government departments, having con- 
sidered the same, report favorably thereon, with an amendment, and recommend 
that the bill, as amended, do pass. 

The amendment is in the nature of a substitute. 

A bill of similar import, H. R. 5605, passed the House of Representatives in the 
83d Congress and was reported favorably by this committee in the closing. days 
of the last session, too late for final action. 

The House Committee on Government Operations has reported a companion 
bill, H. R. 6182, which was approved by the House of Representatives on July 29, 
1955. 

(The report accompanying H. R. 6182 (H. Rept. 1453) follows:) 


PURPOSE 





The purpose of the bill, H. R. 6182, is to furnish temporary relief to local com- 
munities which have suffered financially because of the removal from State and 
local tax rolls of Federal property through a transfer of title from the Reconstruc- 
tion Finance Corporation to another Government department or agency. This 
bill applies only to real property which was once held by the Reconstruction 
Finance Corporation or one of its subsidiaries, and has been transferred on or 
after January 1, 1946, from the Reconstruction Finance Corporation to any 
Government department. If the title to such real property has been held by the 
United States continuously since such transfer, then for the period commencing 
January 1, 1955, and terminating January 1, 1959, the bill provides that the 
Government department which has custody and control of such real property 
shall make a payment in lieu of taxes to the appropriate State and local taxing 
authorities. This payment shall be in an amount equal to the amount of the real 
property tax which would have been payable on any date on which such taxes 
would have been due during the period specified if legal title to such real property 
had been held by a private citizen. 

Congress exempted the personal property of the Reconstruction Finance 
Corporation and its subsidiaries from taxation by State and local taxing authori- 
ties. Congress, however, specifically made the real property of the Reconstruction 
Finance Corporation and its subsidiaries subject to special assessments for local 
improvements and subject to State, Territorial, and local taxation to the same 
extent according to its value as other real property (15 U. 8. C. 694j (a) (6)). 
Because of a ruling by the United States Court of Claims in 1952, and a subsequent 
ruling by the Comptroller General in the same year, certain real properties that 
had formerly been subject to local taxation have now been rendered nontaxable 
by the local authorities. This is true whether complete legal title to real property 
has been transferred from a Government corporation to another Government 
department, or whether the Government corporation retains legal title and 
transfers custody, control, or accountability for the real property to another 
Government department. Thus, real property which has been on the State and 
local tax rolls by specific provisions of an act of Congress has been taken off such 
tax rolls by a transfer to another Government department without any break in 
the chain of title being held by the United States. In the view of your committee 
this has resulted in the imposition of an unjustifiable financial burden upon 
communities. The nature and use of the commercial or industrial facilities 
involved has not changed. The Congress has already provided that these prop- 
erties should be taxed when they are held by and under the exclusive control of 
the Reconstruction Finance Corporation. It, therefore, appeared just and 
necessary that provisions be made, as in this bill, at least on a temporary basis, 
to make payments in lieu of taxes until a comprehensive policy with regard to 
vayments in lieu of taxes shall have been enacted by the Congress. 





























GENERAL STATEMENT 


As indicated above, the Congress has already recognized in creating the Recon- 
struction Finance Corporation that commercial or industrial type facilities owned 
by that Corporation should pay taxes on real property to State and local taxing 
authorities. Such payments were continued by the executive departments even 
after custody and control of such facilities were transferred from the Reconstruc- 
tion Finance Corporation to another Government department while Reconstruc- 
tion Finance Corporation retained legal title. A ruling by the Court of Claims in 
1952 changed this situation. The effect of this ruling is described by the Comp- 
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troller General of the United States in a report to your committee on the bill, 
H. R. 6182, dated June 10, 1955, as follows: 

“Regulations promulgated under the 1944 act by the War Assets Administrator 
and his successor, the Administrator, General Services Administration, adopted 
the policy of permitting legal title to remain in the Government Corporation 
when such property was declared surplus to the needs of the Government and 
was transferred to another Government agency. This policy was brought to 
the attention of Congress in connection with H. R. 1215, 82d Congress, which 
was enacted as Public Law 210, approved October 25, 1951. As passed by the 
House, H. R. 1215 contained a provision (title III) which would have authorized 
the transfer of certain defense plants to the Air Force. The provision was elimi- 
nated by the Senate based upon a desire to keep such plants on the taxrolls. 
(See S. Rept. No. 924, 82d Cong., Ist sess., and House Congressional Record for 
Oct. 16, 1957, p. 18576.) Under the above administrative procedure, payments 
in lieu of taxes were continued to local taxing authorities until the property was 
finally conveyed to private parties. It appears that this practice was continued 
until the General Services Administration took cognizance of the rule announced 
in the ease of Board of County Commissioners of Sedgwick County v. United States 
(123 ©. Cls. 304). The Court there held that the cloak of immunity from local 
taxes descended on property declared surplus under the Surplus Property Act 
of 1944 upon its acceptance by the War Assets Administration and that no tax 
liability could arise thereafter even though the bare legal title was retained by 
the Corporation. The rule announced by the Court was based upon the theory 
that, unless the Government specifically consents to waive its tax immunity from 
local taxation, its property cannot be taxed. The same principle was announced 
in our decision of October 6, 1952 (82 Comp. Gen. 164), wherein it was held that 
payment of taxes by a transferee agency is unauthorized after property is declared 
excess under the Federal Property and Administrative Services Act of 1949, as 
amended, and transferred to a Government agency not specifically authorized to 
pay taxes thereon. In view of the principles set forth in the Sedgwick case and 
32 Comptroller General 164, once real property of a Government Corporation is 
transferred to the control of another Federal agency which is not authorized to 
pay taxes on realty, there is no authority under current law to pay taxes or make 
payments in lieu thereof except as provided in section 210 (a) (9) of the Federal 
Property and Administrative Services Act of 1949.” 

Your committee has considered along with H. R. 6182, identical bills, H. R. 
7184, H. R. 7191, H. R. 7291, as well as a related bill, H. R. 1781. There has also 
been referred to your committee for consideration the Report of the Commission 
on Intergovernmental Relations and the report of its Study Committee on Pay- 
ments in Lieu of Taxes and Shared Revenues. Both of these reports recommend 
the adoption of a broad system of payments in lieu of property taxes to State and 
local governments. The Commission on Intergovernmental Relations states: 

“The most important class of properties on which such payments should be 
made is commercial or industrial properties. Special assessment payments and 
transitional payments in lieu of taxes should be made in certain cases (Report of 
the Commission on Intergovernmental Relations, p. 108) .” 

It should be noted in this connection that H. R. 6182 does not go as far as the 
Commission recommends in that section 702 (d) does not authorize payments 
in lieu of special assessments, but limits payments to real property taxes as such. 
Recommendation 3—a of the Study Committee on Payments in Lieu of Taxes and 
Shared Revenues is: 

“The Federal Government should make payments in lieu of property taxes on 
the following categories of properties, other than those enumerated under Recom- 
mendations 1 and 2: 

“(a) Commercial and industrial properties, including properties employed by 
private contractors or subcontractors in the performance of contracts with the 
Federat Government, title to which has passed to the Federal Government pur- 
suant to any partial or advance payment contract clause (Report of the Study 
Committee, Payments in Lieu of Taxes and Shared Revenues, p. 59).” 

Provisions of H. R. 6182 are, therefore, in accord with the recommendations 
of the Commission on Intergovernmental Relations and its study committee. 
More important, they are in accord with what your committee believes to be the 
necessities of the situation. Certain commercial or industrial-type properties 
have been on the State and local tax rolls as provided by an act of Congress. By 
the accident of transfer from the Reconstruction Finance Corporation to another 
Government department they have been removed from such tax rolls with an 
adverse effect upon local financial structures which is unjustifiable. Local gov- 
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ernments have committed themselves te, and have made subsequent expenditures 
in many instances for local government services on the basis of tax revenues de- 
rived from real property taxes, including property formerly owned by the Recon- 
struction Finance Corporation. The removal of these properties from the real 
property tax rolls has undoubtedly created a real hardship in these communities, 

Your committee held hearings on H. R. 6182, and the related measures listed 
above on July 13 and 14, 1955. Testimony was received from various Members 
of Congress, local government officials, and representatives of a number of 
Federal agencies. All those testifying agreed that a hardship had been caused 
to the local communities through no fault of their own. The witnesses also 
agreed that payments in lieu of taxes on the properties in question are a proper 
remedy for the situation in which the Federal Government has placed these 
communities. Members of Congress and representatives of the local communities 
urged immediate action in the form of passage of H. R. 6182. Representatives 
of the Federal agencies agree that some system of payments in lieu of taxes is 
justified, particularly in the case of the properties covered by H. R. 6182. How- 
ever, the agencies from the executive branch took the position that perhaps 
action on H. R. 6182 should be deferred pending a study which might lead to a 
more comprehensive system of payments in lieu of taxes. 

The representative from the General Accounting Office was satisfied that the 
bill, H. R. 6182, met the technical objections which had arisen in their minds and 
concluded that in view of the fact that the Report of the Commission on Inter- 
governmental Relations had already been submitted, the Comptroller General 
considered it a matter of policy for the Congress to decide whether payments in 
lieu of taxes should be made on these properties ; hitherto, the Comptroller General 
had recommended awaiting the Report of the Commission on Intergovernmental 
Relations. 

Your committee recommends enactment of H. R. 6182 notwithstanding the 
fact that the executive agencies suggest a further delay, pending the results of a 
more comprehensive study. Your committee’s viewpoint is based on the follow- 
ing facts: 

1. Testimony before the committee as well as the Report of the Commis- 
sion on Intergovernmental Relations indicate the need for payments in lieu 
of taxes to alleviate the hardship caused to the communities in which are 
located the commercial or industrial type facilities formerly owned by the 
Reconstruction Finance Corporation. 

2. The enactment of H. R. 6182 will alleviate these hardship situations. 
It will also provide actual experience which should be of great value in sub- 
sequently evolving a more comprehensive policy for payments in lieu of 
taxes by the Federal Government. 

3. The executive agencies have equivocated in their position on this type 
of legislation. Only last year the Bureau of the Budget and the Treasury 
Department did not oppose this type of legislation as a stopgap or temporary 
solution to the problem. 

This year the departments and agencies first took the position that enactment of 
such legislation should await the reports of the Commission on Intergovernmental 
Relations. The latest position of the executive departments and agencies is that 
the Congress should now await their study of the Commission’s report before 
enacting legislation. Your committee feels that there should be no further delay 
in the enactment of temporary legislation such as that proposed in H. R. 6182. 
There is no way of telling how long the executive study of the Commission’s 
study may take. In the meantime the enactment of H. R. 6182 will remedy a 
limited, existing situation and provide information for the study contemplated 
by the executive department. There follows a list of properties tentatively iden- 
tified as subject to payments under H. R. 6182. Some additional properties 
may be subject to the provisions of H. R. 6182 which have not been identified 
as of this date by the executive agencies. This list was prepared by the Bureau 
of the Budget in cooperation with the Department of Defense and General 
Services Administration. 
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List of properties subject to payments in lieu of tawes under the provisions of 


H. R. 6182 


A. PROPERTIES ON WHICH PAYMENTS WOULD BE MADE IF THE LEGISLATION 


WERE ENACTED 





Property Reporting agency 


California: 
AF nae No. 14 (Lockheed), Burbank 
Pl. 236. 


Columbia Steel, Pittsburg 

Riverbank Ordnance Plant, Riverbank 

Doug Aiveratt Co., El Segundo ! Cogs Services Administration— 
Purmenente Metals Corp., Manteca --.-............- Cpe Surview Administration— 
noe , — Chula Vista General Services Administration. 


Gonnecticut: 
Naval Industrial Reserve Aircraft Plant (United | Department of Defense—Navy-..- 
Aircraft), Southington. 


Pi. 612. 
New England Lime Co., Canaan General Services Administration— 
Pl. 547 FWA, 
Dilinois: 
AF [2 No. 39 (Chrysler-Dodge), Chicago._.......| Department of Defense—Air Force 


. 792, 
ss Ordnance Plant, Chicago Department of Defense—Army--- 
1. 91 


Chicago Vitreous Enamel Co., Chicago ? Department of Defense—Navy---- 
. 631. 
Indiana: 

— Steel & Foundry, East Chicago 


. 269. 
Allison Division, General Motors, AF 26, Indian- 


—_ 
Pl. 548-A. 
Louisiana: 
eae A deer esnbocdntiiniascidsiaedabiadseeel do 
Pl. 2190. 
Maryland: 
"4 me & Brass Co., Halethorpe General Services Administration. 


Massachuse’ 
AF Plant No. 28 (GE), Everett 


Pl. 46. 

AF onan 29 (GE), West Lynn 

Naval Industrial Reserve Gear Plant (GE), Lynn..| Department of Defense—Navy...- 
. 153-G. 


Michigan: 
Song Aten & Brass, Bridgeport Brass, Adrian ape of Defense—Air 
. 324. orce. 
Continental Motors, Muskegon Department of Defense—Army-.- 
Pl. 166-M 


Dow Chemical Co., Bay City General Services Administration— 
Pl. 988. FWA. 


Minnesota: 
Engineering Research Associates (Northwestern | Department of Defense—Navy-_-.- 
Aeronautical), St. Paul. 
Pl. 1931. 
Missouri: 


Scullin Steel Co., St. Louis Department of Defense—Army-.--- 


Pl. 1672. 
Naval Industrial Reserve Aircraft Plant (McDon- | Department of Defense—Navy-.- 
nel: St. Louis. 
PIoi7A. 
Montana: 
on Copper Mining Co., Columbus 


—r Copper Mining Co., Columbus 
Domestic Manganese & Development Co., Butte.....|.....do 
Pi. 1804, 
Nevada: 


sean Sapeetem, Inc., Henderson * Interior— Bureau of Reclamation _. 
. 201. 


Footnotes at end of table. 


Annual tax 
payments 
at time of 
transfer to 
agency 


$33, 400 
52, 834 
55, 512 
13, 166 
41, 430 
50, 000 


60, 840 


14, 380 


301, 000 
57, 600 
5, 875 


113, 976 


© 


LU) 


33, 857 


59, 800 
10, 423 
66, 480 


87, 000 
195, 520 
7, 212 


20, 102 
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List of properties subject to payments in lieu of tawes under H. R. 6182—Con. 


Property 


Burlington Ordnance Plxnt, Burlington 
Pl. 226-A3. 
Naval Industrial Reserve Aircraft Plant (Bendix), 
Teterboro. 
Pl. 132 and 8. 
New York: 


Air Force Plant No. 18 (Curtiss-Wright) Kenmore-- 


Pl. 746. 
Air Force Plant No. 40 (General Motors), Tona- 
wanda. 
Pl. 155. 
General Electric, Johnson City 
Pl. 821. 
General Electric Co., Schenectady 4_..--- 
Pl. 174. 
ee ae Linotype Co., Brooklyn 5 
Pl. 472. 
Aluminum Company of America, Maspeth, Long 
Island.® 
Pl. 226-Al1. 
Amco Magnesium Co., Wingdale_...............-.- 
P 


. 546. 
Columbia Aircraft Corp., Valley Stream, Long 
Island. 
Pl. 1266. 
Utica Drop Forge & Tool Co., Utica 
Pl. 2386. 
NIRAP (Symington-Gould), Rochester 
. 901. 


Pl. 90 
Ohio: 
Air Le Plant No. 36 (Wright Aero.), Lockland 
1. 10. 
Air ee Plant No. 41 (Champion Forge), Cleve- 
land. 
Pl, 145, 
Ohio Steel Foundry, Lima 
Pl. 875. 
Naval Industrial Reserve Plant 
lumbus., 
Pl. 18. 
Diamond Magnesium Corp., Painesville 
Pl. 244. 
Magnesium Reduction Co., Luckey 
Pl. 669. - 
National Carbide, Ashtabula 
PL. 11 


(Lustron), Co- 


Clifton Products," Painesville 
Pl. 1716, 1911. 
Oregon: 


Portland Disposal Center No. 1, Troutdale *_._..... 


LSR-563. 
Pennsylvania: 
Continental Foundry, Coraopolis 
Pl. 294-00. 


Naval Industrial Reserve Ordnance Plant (Bethle- 
a Co.), Lebanon. 
1. 400. 


Aluminum Forgings, Inc., Erie......... Ate dndbewagitytl 


Pl. 1395, 
a Franklin Graphite Co., Chester Springs 
. 1254. 
Valet Engineering & Foundry, New Castle 
765 


NIR Gear Plant, Lester 
Pl, 181. 
Texas: 
Hughes Tool Co., Houston * 
Pl. 143. 
Naval Industrisl] Reserve Aircraft Plant (Globe 
Aircraft} .Saginaw. 
P1. 898. 
Dow Magnesium Corp., Velasco 
Pl. 243. 


Footnotes at end of table. 


A. PROPERTIES ON WHICH PAYMENTS WOULD BE MADE, ETC.—Continued 





Reporting agency 


Department of Defense—Army-.. 


Department of Defense—Navy - --- 


Department of Defense— Air Force 


Jeneral Services Administration. 


ee | a ea re 


Department of Defense—Navy - --- 


General Services Administration— 
FWA. 
General Services Administration. . 


Department of Defense—Navy... 


Department of Defense—Air Force 


Department of Defense—Army-. 


Department of Defense—Navy-.--- 


Department of Defense—Army.. - - 


Department of Defense—Navy...- 


General Services Administration - - 


Department of Defense—Army.- - - 
Department of Defense—Navy.... 


General Services Administration— 
FWA, 


Annual tax 
payments 
at time of 
transfer to 
agency 


$77, 000 
3, 002 


49, 068 
74, 040 


71, 725 
30, 000 
50, 020 
150, 245 


36, 410 
8, 342 


4, 408 
41, 436 


27, 241 
19, 620 


7, 200 
1) 
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List of properties subject to payments in lieu of tawves under H. R. 6182—Con. 


A. PROPERTIES ON WHICH PAYMENTS 


Property 


Washington: 

AF Plant No. 17 (Boeing), Seattle 
Pl, 1577. 

Boeing, Renton 
PI. 156. 

Wilkeson Products Co., Tacoma 
Pi. 602. 

Bonneville Power Administration, Electro-Metal- 

lurgica] Co. powerlines, Spokane. 

Pt. 1008. 

eee ei, PR iisiniicccecesees- 
1. 571 


Pacific Car & Foundry Co., Renton......-....--.--- 


P1. 303. 
Wisconsin: 
AC Spark Plug, A. O. Smith, Milwaukee 
P1. 220. 


Alabama: 
Republic Steel Corp., Gadsden.._...-- 
Pl. 269 


Illinois: 
Eversharp, Inc., Chicago- .---- -- 
Pl, 1372. 
Granite City Steel Co., Granite City.........__-- 
Pl. 312. A 
Louisiana: 
Mathieson Alkali Works, Lake Charles 
Pl. 264. 
Massachusetts: 


Wyman-Gordon, Grafton !9__...............-...-..-.| 
Pi, 2304. 


Michigan: 
Genera} Motors Corp., Saginaw. ................-.- 
Pl, 446. 
Nevada: 
Basic Magnesium, Inc., Gabbs Townsite 
Pl. 201-H. 
New York: 
National Lead Co. (Railroad), Tahawus--........-- 
Pl. 1245. 
General Electric, Syracuse 
Pl. 788. 
North Carolina: 
Firestone Tire & Rubber Co., Burlington 
P1. 506/506a. 
Ohio: 


sn Relling Mill, Hamilton 

Pl. 759. 

Republic Steel Co., Warren and Youngstown 
Pl. 259 : aa 


Waco Aircraft Co., Troy 
Pl. 398. 


2 Used for Marine Corps Reserve training center. 
3’ May be exempt under sec, 705 (b) (3). 


WOULD BE MADE, ETC. 





-Continued 


Annual tax 
payments 
at time of 
transfer to 
agency 


Reporting agency 


Department of Defense—Air 


Department of Defense—Army 


General Services Administration 


33, 646 


loa t of Defense—Air 


orce. 


B. PROPERTIES ON WHICH THE LESSEE IS NOW MAKING PAYMENTS 


General Services Administration (") 


” 
Ly) 


Department of Defense—Air 
Force. 


General Services Administration. - 





1 Used for office space, possibly exempt under sec. 705 (b). 


4 Lease in effect requires lessee to make payments in lieu of taxes if required by act of Congress. 
5 To be used for office space, possibly exempt under sec. 705 (b). 


6 Used as shipyard. 

’ Not available. 

§ Sold to Army engineers for concrete soils laboratory. 
* Used for Organized Reserve. 

10 Used for Organized Reserve, 

1 Title still in RFC; declared surplus July 11, 1947. 


2 Title is still in RFC, which is to declare plant excess for transfer to the Air Force. 


Under a special 


contractual arrangement, the local taxes are paid by the Air Force contractor. The Air Force points out 
that 99 percent of the output of the plant is sold to the Air Force, and that the price paid by the Air Force 


includes an amount to cover such taxes. 


83 Leased by GSA to the New Process Gear Co. The lease, which expires Jan. 31, 1956, provides for 
payment of local taxes by the lessee. The property was transferred from RFC on Mar, 27, 1950. 


* Taxes paid in 1954 on Government-owned property. 
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COST OF PROPOSED LEGISLATION 


The Bureau of the Budget, in a letter of July 22, 1955, furnishes the following 
estimate of cost to the Federal Government if H. R. 6182 is enacted: 

“Until the additional information is furnished by the Department of Defense 
we are unable to estimate the cost of H. R. 6182. At present, we have identified 
3 properties transferred between January 1, 1946, and June 22, 1948, on which 
tax payments of about $129,000 were made, and 2 properties for which no infor- 
mation on tax payments is available. Since these figures must be added to the 
estimate of $3 million for payments on properties transferred after June 22, 1948, 
our information at present indicates that H. R. 6182 would cost somewhat more 
than $3 million a year. It is quite possible that the Department of Defense will 
discover a considerable number of properties which they now own were trans- 
ferred in the period, and that the additional cost of H. R. 6182 would be pro- 
portionately greater.” 

CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House of 
Representatives, changes in existing law made by the bill, as introduced, are 
shown as follows (new matter is printed in italics, existing law in which no 
change is proposed is shown in roman): 


FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES ACT OF 1949 


SHortT TITLE 


That this Act may be cited as the “Federal Property and Administrative 
Services Act of 1949.” 


TABLE OF CONTENTS 


. . . 


TrTLs VI—GENERAL PROVISIONS 


Sec. 605. Effective date. 
TiTttp VII—ProOpeRTY TRANSFERRED FROM THE RECONSTRUCTION FINANCE CORPERATION 


Sec. 701. Declaration of policy. 

Sec. 702. Definitions. 

Sec. 708. Property transferred by the Reconstruction Finance Corporation. 
Sec. 704 Limitatéons. 

Sec. 705. Effective date. 


* * * * 


Sec. 3. As used in titles I through VI of this Act— 
x * * * x * * 


“TITLE VII—PROPERTY TRANSFERRED FROM THE RECONSTRUCTION 
FINANCE CORPORATION 


“DECLARATION OF POLICY 


“Sec. 701. The Congress recognizes that the transfer of real property having a 
tavable status from the Reconstruction Finance Corporation or any of its sub- 
sidiaries to another Government department has often operated to remove such 
property from the taz rolls of States and local taxing authorities, thereby creat- 
ing an undue and unexpected burden upon such States and local taring authori- 
ties, and causing disruption of their operations. It is the purpose of this 
title to furnish temporary measures of relief for such States and local taxing 
authorities by providing that payments in lieu of tares shall be made with 
respect to real property so transferred on or after January 1, 1946. 


“DEFINITIONS 


“Sec. 702. As used in this title— 
“(a) The term ‘State’ means each of the several States of the United Statez 
and the Territories of Alaska and Hawaii. 
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“(b) The term ‘real property means (1) any interest in land, and (2) any 
improvement made thereon prior to any transfer thereof occurring on or after 
January 1, 1946, from the Reconstruction Finance Corporation to any other 
Government department, if for the purpose of taxation such interest or improve- 
ment is characterized as real property under the applicable law of the State in 
which such land is located. 

“(c) The term ‘local taxing authority’ means any county or municipality, and 
any subdivision of any State, county, or municipality, which is authorized by law 
to levy and collect tawes upon real property. 

“(d) The terms ‘real property taa’ and ‘real property taxes’ do not include 
any special assessment levied upon real property after the date of a transfer of 
such real property occurring on or after January 1, 1946, from the Reconstruction 
Finance Corporation to any other Government department. 

“(e) The term ‘Government department’ means any department, agency, or 
instrumentality of the United States, except the Reconstruction Finance 
Corporation. 

“(f) The term ‘transfer’ means— 

“(1) a transfer of custody and control of, or accountability for the care 
and handling of, any real property, or 
“(2) a transfer of legal title to any real property. 

“(g) The term ‘Reconstruction Finance Corporation’ includes all subsidiaries 

of the Reconstruction Finance Corporation. 


“PROPERTY TRANSFERRED BY THE RECONSTRUCTION FINANCE CORPORATION 


“Sec. 708. Where real property has been transferred on or after January 1, 
1946, from the Reconstruction Finance Corporation to any Government depart- 
ment, and the title to such real property has been held by the United States con- 
tinuously since such transfer, then on each date occurring on or after January 1, 
1955, and prior to January 1, 1959, on which real property tares levied by any 
State or local taving authority with respect to any period become due, the Gov- 
ernment department which has custody and control of such real property shall 
pay to the appropriate State and local tawing authorities an amount equal to the 
amount of the real property tav which would be payable to each such State or 
local tawing authority on such date if legal title to such real property has been 
held by a private citizen on such date and during all periods to which such date 
relates. 


“Limitations 


“Sec 704. (a) The failure of any Government department to make, or to make 
timely payment of, any payment authorized by section 703 shall not subject 


“(1) any Government department, or any person who is a subsequent pur- 
chaser of any real property from any Government department, to the pay- 
ment of penalty or penalty interest, or to any payment in lieu of any penalty 
or penalty interest; or 

“(2) any real estate or other property or property right to any lien, attach- 
ment, foreclosure, garnishment, or other legal proceeding. 


“(b) No payment shall be made under section 703 with respect to any real 
property of any of the following categories: 


“(1) Real property tarable by any State or local taxing authority under 
any provision of law, or with respect to which any payment in lieu of taxes 
is payable under any other provision of law. 

“(2) Real property used or held primarily for any purpose for which 
real property owned by any private citizen would be exempt from real prop- 
erty taw under the constitution or laws of the State in which the property 
is séttuated, 

(3) Real property used or held primarily for the rendition of service to 
or on behalf of the local public, including (but not limited to) the following 
categories of real property: courthouses ; post offices and other property used 
for purposes incidental to postal operations; and federally owned airports 
maintained and operated by the Civil Aeronautics Administraiton. 

“(4) Office buildings and facilities which are an integral part of, or are 
used for purposes incidental to the use made of, any properties described in 
paragraph (1), (2), or (8) of this subsection. 

69987—56—pt. 2-13 
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“(c) Nothing contained in this title shall establish any liability of any Gov- 
ernment department for the payment of any payment in lieu of tares with re- 
spect to any real property for any period before January 1, 1955, or after Decem- 
ber 31, 1958. 


“Effective date 
“Sec. 705. This title shall take effect as of January 1, 1955.” 


DEPARTMENT OF DEFENSE’S EXPERIENCE IN IMPLEMENTING Pusiic Law 388, 
84TH CONGRESS 


Upon the enactment of Public Law 388 of the 84th Congress, an informal ad 
hoc committee on which the three military departments were represented was 
formed in the Office of the General Counsel of the Department of Defense. . Its 
purpose was to coordinate the implementation by this Department of Public Law 
388 and to serve as a single focus for any necessary coordination with the Genera] 
Services Administration or other departments which also were to make pay- 
ments under the law. 

The military departments were asked initially to determine which property or 
portions of property under their jurisdiction and control would provide the basis 
for payments under the law. This information was not readily obtainable and 
had to be developed by a search of property records, this being required particu- 
larly in view of the provision in the law that property in order to serve as a 
basis for payments had to have remained continuously under the control of a 
nontax-paying agency of the Federal Government since the date of transfer from 
the RFC or other tax-paying Government agency. 

After these data had been assembled, the ad hoc committee met to determine 
whether any problems in implementation were then apparent. After consider- 
able deliberation, it became clear that much more additional information would 
be required before any such determination could be made. Consequently, a 
letter was drafted to be sent in the same form by the three military departments 
to each taxing jurisdiction which appeared eligible for payments under the law. 
That letter, after setting forth the pertinent provisions of the law, requested the 
following information: 

(1) Bills for payments due under Public Law 388, if real property taxes 
levied by the State or by any local taxing authority within the State had 
become due since January 1, 1955, for all or any portion of the period since 
that date. If taxes for all or any portion of the period since January 1, 1955, 
had not yet become due but would become due within the next year, an esti- 
mate of the bill was requested. 

(2) If a°composite tax rate was used by any taxing jurisdiction, a break- 
down of the elements of the rate or rates. 

(3) Copies of tax bills pertaining to the properties for the most recent 5 
years when taxes were paid or payments in lieu of taxes were made, 

(4) Information whether any of the plants within the State which are 
eligible for payments fall within any of the four exclusionary categories listed 
in section 704 (b) of Public Law 388, 

This information was desired to supplement the existing information possessed 
by the military departments and in order to enable them to prepare budget esti- 
mates of the possible costs of compliance with Public Law 388. 

In addition to the requests in this letter, it was subsequently determined that 
the military departments wanted a statement by a responsible official of the 
taxing jurisdiction that the rate of tax on the assessed Government property was 
the same rate of tax applied to like privately owned property in the community. 

While awaiting responses to the letter, the ad hoe committee proceeded to study 
several problems arising from the statutory language in Public Law 388. Some 
of these problems related to the exact meaning of the word “transferred” in 
section 703; when property taxes “became due” in particular jurisdictions ; what 
funds would be available within the military departments for the making of 
payments under the law; and other matters. 

Two major questions arose from the language of the law. The first question 
was posed by the requirement in section 703 that payments should be made when 
the tax became due, and the provision in section 704 (c) that no liability existed 
with respect to taxes for any period before January 1, 1955, or after December 31, 
1958. This problem could be illustrated by these questions: What if a tax for 
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the calendar year 1954 “became due” in 1955? What if a tax for the calendar year 
1958 “became due” in 1959? After conferences with representatives of the 
Bureau of the Budget and the General Services Administration, a uniform inter- 
pretation was agreed to, that a payment would be made if it became due between 
January 1, 1955, and December 31, 1958, providing the payment was for taxes 
for all or any portion of the calendar years 1955 through 1958. 

The other question, which was more one of fact than of statutory interpreta- 
tion, related to the possibility that improvements on property transferred to 
the military department might have been demolished, might have been demolished 
but replaced with a structure of equal or greater or less value, or might have 
been altered by additions or withdrawals. 

The ad hoc committee determined that all such cases should be decided on a 
case-by-case basis, although certain guides were established in this area for the 
military departments. It was, for instance, determined that if a structure had 
been demolished, no tax could be paid on any replacement. It was determined 
generally that taxes could be paid only on existing property which had been 
transferred to the military departments, excluding any additions to that property 
subsequent to the date of transfer. 

One minor problem arose from the language in section 702 (c) providing that 
a “local taxing authority” meant any governmental body “which is authorized 
by law to levy and collect taxes,” and the provision in section 703 that the appro- 
priate Government department shall make the payment in lieu of taxes to the 
“appropriate State and local taxing authorities.” 

It was found that in many localities, particularly in New York State, the city 
was authorized to levy, but the county or township was authorized to collect, 
real-estate taxes. Since the collecting body by law often receives a small per- 
centage of the amount collected as compensation for that act, in some instances 
both the city and the county insisted on its right to receive the payment. The 
solution adopted in this situation was to inform both bodies that the military 
department was. ready to make a payment to either the city or the county upon 
receipt of a joint agreement to the proposed method of payment. 

When replies were received to the uniform letter requesting information, it 
was determined that many communities had not replied with sufficient clarity 
or had not sent all of the information requested. In some cases new written 
requests for information were sent to the communities. In other cases the mili- 
tary departments felt that compliance with the law would be accomplished more 
speedily by sending their representatives to the community concerned to make 
on-the-spot investigations, which was done. 

In any event, as information which the military departments deemed suffi- 
cient to justify payments to the community was received, payments were author- 
ized. Many such payments have now been made. Some others have not yet 
been made, pending receipt of requested information; and some communities 
either have not made any request for payment or are not yet eligible for pay- 
ments under the provisions of the act. 

Close liaison has been maintained throughout this period of implementation 
with representatives of the General Services Administration so that GSA and 
this Department would be fully informed of each other’s actions, views, and deci- 
sions on the problems which arose. Additionally, the Bureau of the Budget was 
informed of all actions taken. Finally a reporting system was established so 
that information could be given to the Department of Health, Education, and Wel- 
fare relating to the payments made by this Department in lieu of taxes to the 
effected taxing authorities. 

In summary, it should be emphasized that none of the problems discussed here 
were particularly difficult. However, a considerable period of time has neces 
sarily been involved in ascertaining the eligible communities, obtaining the 
required data, and resolving problems of statutory interpretation. The time 
so spent.may have resulted in delay in making payments to some communities, 
which this Department would very much regret. But it is our view that the 
time was well spent since it enabled us to be entirely certain that full and proper 
payments to the eligible communities were made and that all of the payments 
have been made on the same basis under the same interpretations of the act. 


Report or GSA OperAtTIoNs Unper Pusiic Law 388, 84rH CoNGRESS 
On September 1, 1955, tentative. procedures were issued to regional. offices 


containing a request that certain tax data for calendar year 1955 be submitted 
to the central office (copy attached). 
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On February 17, 1956 Public Buildings Service Order No. 54 and Comptroller's 
Order No. 78, setting forth detailed procedures for making payments under the 
act, were issued (copies attached). 

Some of the taxing authorities have been slow in supplying the required data 
because the dates of tax billing for the year 1955 did not occur until April 1956. 

A request for funds to make payments for calendar year 1955 was submitted 
to the Bureau of the Budget on March 7, 1956. As this request included esti- 
mated payments for 12 of the total of 39 properties, the Bureau deferred an 
allowance until more exact data could be supplied. More exact data was supplied 
on April 16, 1956, and the estimate is currently being given consideration by 
the Bureau. 

On March 30, 1956, a request was forwarded to regional offices requesting 
data for making payments for calendar year 1956 (copies attached). 

As soon as funds are made available by Congress, pursuant to the above 
request to the Bureau of the Budget, payments will be made for the calendar 
year 1955 as bills are received. 


SEPTEMBER 1, 1955. 
To: Regional Director, Boston, Mass. 
From: Commissioner of Public Buildings. 
Subject : Real Property Taxes—Public Law 888, 84th Congress. 
(Attention: Deputy Regional Director, PBS.) 


Public Buildings Service has the responsibility for administering all real 
property tax matters pertaining to surplus and excess properties under the 
jurisdiction of GSA, except for legal and fiscal aspects, under the subject act. 

Enclosed is a list of properties assigned to your region which we believe will 
be affected by the legislation. We have indicated on this list the last known 
assessment, where available, and the apparent payer of taxes on these properties 
for the calendar year 19565. 

In order that budget data may be computed in the central office for a supple- 
mental appropriation, it is requested that the assessed taxes for calendar year 
1955, for each taxable property in your region, be submitted directly to the 
Director, National Industrial Reserve Division, PBS, Washington, D. C., at 
the earliest possible date. If the data is not readily available, or if the tax 
assessment date is in the future, the appropriate taxing authorities should be 
urged to make the data available the quickest way possible. 

Procedures for the administration of taxes under the act are being prepared 
and will be issued in the very near future. 

In some instances, regional counsel may determine that certain properties, 
other than those listed, may come within the purview of Public Law 388, 84th 
Congress. Such properties should be included in the information submitted with 
full explanation and necessary details to permit, if necessary, further review 
and determination in the central office. Copies of the subject act may be obtained 
from the regional counsel. 





GENERAL SeRvickes ADMINISTRATION, 
Washington, D. C., February 17, 1956. 


COMPTROLLER’S ORDER No. 78 


To: All officials of the General Services Administration. 
Subject: Payments in Lieu of Taxes on Real Property—Public Law 388, 84th 
Congress. 


1. General.—The subject act provides for payments in lieu of taxes on certain 
real property and amends the Federal Property and Administrative Services 
Act of 1949 by the addition of title VII, Property Transferred From the Recon- 
struction Finance Corporation. Section 703 and subsection 704 (c) of the new 
title read as follows: 

“Spo. 708. Where real property has been transferred on or after January 1, 
1946, from the Reconstruction Finance Corporation to any Government depart- 
ment, and the title to such real property has been held by the United States 
continuously since such transfer, then on each date occurring on or after Jan- 
uary 1, 1955, and prior to January 1, 1959, on which real property taxes levied 
by any State or local taxing authority with respect to any period become due, 
the Government department which has custody and control of such real property 
shall pay to the appropriate State and local taxing authorities an amount equal 
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to the amount of the real property tax which would be payable to each such 
State or local taxing authority on such date if legal title to such real property 
had been held by a private citizen on such date and during all periods to which 
such date relates. 

“Sec. 704. (c) Nothing contained in this title shall establish any liability of 
any Government department for the payment of any payment in lieu of taxes 
with respect to any real property for any period before January 1, 1955, or after 
December 31, 1958.” 

Subsection 704 (c) is regarded as limiting the payments in lieu of taxes to 
taxes relating to the period January 1, 1955, to December 31, 1958, inclusive. 

The purpose of this order is to provide procedures for processin;: the payments 
prescribed in the subject act. 

2. Funds for payments in lieu of tawes.— 

a. Availability—Authorizations for fiscal year 1955 and 1956 payments 
will be forwarded to the regional offices as soon as the amount required has 
been determined and funds are available. Payments in lieu of taxes are to 
be made only from authorizations specifically approved for that purpose. 

b. Fiscal year chargeable.—The fiscal year funds to be charged for pay- 
ments in lieu of taxes shall be determined by the due date of the payments, 
regardless of the period covered by the payment. 

c. Obligation of funds —Payments due subsequent to December 31, 1954, 
and prior to the effective date of this order shall be processed on an audited 
voucher basis without the preparation of an obligation document. For cur- 
rent payments, an obligation document will be received from the Public 
Buildings Service at the first of each quarter covering payments becoming 
due during the quarter. The obligation documents will identify the prop- 
erties concerned and will show the estimated amount of the payment due 
on each. 

d, Funds chargeable.—All payments in lieu of taxes processed by GSA 
and all transfers to miscellaneous receipts of amounts equal to payments 
made by lessees shall be charged to GSA appropriations. 

3. Accounting procedures.— 

a. GSA responsibility for payments in lieu of tawes.—GSA’s responsibility 
for payments in lieu of taxes is not affected by lease terms which may pro- 
vide that such payments will actually be made by lessees or that an amount 
equivalent to taxes will be paid to GSA by the lessee. The act does not 
authorize the payment of sums in lieu of any penalty or penalty interest. 

b. Payments made directly by GSA.—Tax bills received from local or 
State authorities shall be forwarded to the Public Buildings Service for 
administrative approval. Upon return, with written evidence of adminis- 
trative approval, the payments shall be processed in the usual manner charg- 
ing the proper GSA appropriation. 

Amounts received from lessees equivalent to the sums payable or paid in 
in lieu of taxes, and submitted in accordance with lease provisions, in addi- 
tion to other specified lease payments, shall be treated as rental payments. 

c. Payments made directly by lessees——When, in accordance with the 
provisions of existing leases, payments are made directly to the taxing 
authority by the lessee for the account of GSA and notification to this effect 
is received from the Public Buildings Service, an equivalent amount shall 
be processed against the appropriate appropriation, as taxes, and trans- 
ferred to miscellaneous receipts, using Standard Form 1081, Voucher and 
Schedule of Withdrawals and Credits. : 

4. Proration of tawes.—When proper agreements provide for proration of 
taxes, such proration shall be computed upon a calendar day basis. 

5. Effective date—The provisions of this order shall become effective upon 
receipt of notice of availability of funds. 
: Howarp GREENBERG. 

For Max Medley, Comptroller. 
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GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., February 17, 1956. 


Pustic Burmpines SEeRvICcE OrpvER No. 54 


To: All officials of the General Services Administration. 


Subject: Payments in Lieu of Taxes on Real Property Transferred From Recon- 
struction Finance Corporation. 


1. General.—This order prescribes procedure for the administration of pay- 
ments in lieu of taxes under Public Law 388, 84th Congress (title VII, Federal 
Property and Administrative Services Act of 1949, ag amended), and assigns 
responsibility therefor. 

Title VII provides for such payments from January 1, 1955, to December 31, 
1958, on real property transferred from the Reconstruction Finance Corporation 
on or after January 1, 1946, to any Government department, where title to such 
real property has been held by the United States continuously since such transfer. 
The act further provides that no penalties or interest are to be assessed for 
failure to make timely payments. 

2. Definitions.—For the purpose of payments under this order: 

a, The term “transfer” means not only a transfer of legal title, but also 
a transfer of “custody and control of, or accountability for the care and 
handling of, any real property.” 

b. The term “real property” means “‘(1) any interest in land, and (2) any 
improvement made thereon prior to any transfer thereof occurring on or 
after January 1, 1946, from the Reconstruction Finance Corporation to any 
other Government department, if for the purpose of taxation, such interest 
or improvement is characterized as real property under the applicable law 
of the State in which such land is located.” 

ce. Other terms used herein shall have the same meaning given them in 
the act. 

8. Assignment of responsibilities within PBS.— 

a. Central office—Responsibility for administrative supervision of all 
real property “tax matters” pertaining to surplus and excess properties 
under the jurisdiction of GSA, and surplus or excess properties transferred 
to GSA, except for legal and financial aspects, is assigned to the National 
Industrial Reserve Division. 

b. Regional office—The regional PBS shall: 

(1) Maintain tax records for each taxable year, for each taxable 
property in the region, whether the payments are made directly to the 
taxing authority or are made by the party in possession of the property. 
(These records should reflect the most recent assessed valuation and 
date thereof; tax rates; amount of tax and payment-due dates; dis- 
counts for prompt payment, if any; amount and date of payment; and 
any other data considered pertinent.) 

(2) Prepare an obligation document at the first of each quarter 
covering payment in lieu of taxes which become due during the quarter. 
The obligation document, identifying the properties and showing the 
estimated amount of the payment due on each, shall be forwarded to 
the regional comptroller. 

(3) Notify the regional comptroller in writing when lessees have 
made payments in lieu of taxes directly to taxing authorities in accord- 
ance with subsection 4.c. below. 

(4) Review tax bills and approve payment thereof if determined 
that GSA has responsibility for payment. (In cases where taxing 
authorities offer discounts for prompt payments, such bills should be 
returned promptly to the regional comptroller in order that discounts 
may be taken.) 

4. Determination of payment responsibility—The following criteria should 
be applied in determining GSA’s responsibility for making payments under the 
act. It should be borne in mind that each property generally presents individual 
tax problems; therefore, these criteria should be considered as basic principles 
rather than rules to be followed without deviation. 

a. The tax must be for calendar years 1955, 1956, 1957, or 1958, and pay- 
ment of the tax must be due during said years. 

b. If the taxable property is in standby or is occupied by GSA, GSA is 
responsible for making payment directly to the taxing authorities. 
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c. If the taxable property is leased and the lease agreement does not pro- 
vide for payment of taxes by lessee, GSA is responsible for making pay- 
ments directly to the taxing authorities. 

d. If the taxable property is leased and the lease agreement provides 
for payment of taxes by lessee, because of the act’s provisions that ‘“* * * 
The Government department which has custody and control * * * shall pay 
to the appropriate State and local taxing authorities * * * ,” an attempt 
shall be made to have the lessee make the payment to GSA. GSA would 
then make payment to the taxing authorities. 

If the lessee should refuse to do this and insists on making payment 
direct to the taxing authorities, the lessee shall be requested to inform the 
taxing authorities that the payment is being made for and on the behalf 
of GSA, pursuant to the act. 

Where the lessee makes the payment, whether directly or through GSA, 
GSA is required to deposit into Treasury miscellaneous receipts a like amount 
from appropriated funds. 

e. If the taxable property is leased and the lease agreement states that a 
certain portion of the rental is for sums in lieu of taxes, and no other pro- 
vision is made in the agreement for payment of taxes by the lessee, it is re- 
quired that such sums be deposited into Treasury miscellaneous receipts 
and payments under the act be made directly to the taxing authorities by 
GSA from appropriated funds. 

f. If a taxable property is sold prior to the tax payment due date of any 
applicable year, GSA would not be liable for payments for that year or any 
succeeding year. 

g. The tax must be on real property transferred from Reconstruction 
Finance Corporation as defined in subsection 2. b. above. Accordingly, sub- 
sequent real property capital improvements would not be taxable. 

5. Approval of tag bills —Bills for payments received from the taxing authori- 
ties shall be reviewed by the regional PBS, in collaboration with the regional 
counsel, for determination as to whether the payments as billed are equitable, 
and as to whether the responsibility for payment rests with GSA. If adminis- 
tratively approved by PBS, the bills shall be forwarded to the regional comptrol- 
ler, with evidence of such approval, for payment. In determining if payments 
are equitable, comparisons of assessed valuations should be made with like prop- 
erties which are privately owned or owned by other Government agencies, 

6. Ascertainment of payment by party in possession.—In those cases where 
payments are made by the party in possession of the property (lessee or per- 
mittee), the regional PBS is responsible for ascertaining that such payments are 
actually made and the amounts thereof. This may be accomplished by requiring 
the payee to furnish photostatie or duplicate conformed copies of paid tax bills, 
or the original receipted tax bill for reproduction by regional PBS and subse- 
quent recarn thereof. If taxes are not paid on the due date, or within the dis- 
count period, if any, PBS shall report the delinquency to the regional comp- 
troller. 

7. Reports.—The regional PBS shall forward to the Director, National Indus- 
trial Reserve Division, PBS, Central Office, under Reports Control Symbol PBS—- 
69, the following data for each property, for each taxable year, as soon as it be- 
comes available: 

a. Assessed valuation by each taxing authority and date of assessment. 

b. Tax rate for each taxing authority. 

ec. Amount of tax by each taxing authority. 

d. Tax payment due date. 

e, Determination as to who has responsibility for payment. 

f. Amount of payments made. 

8. Activities affected.—This order directly affects the National Industrial Re- 
serve Division, PBS, Central Office, and the Public Buildings Service in the 
regional offices. 

9. Effective date.—This order shall be effective immediately. 


Au BE. Snyper, Assistant Administrator. 
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Marcu 30, 1956. 
To: Regional Director, New York, N. Y. 


From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject: Real Property Taxes for 1956—Public Law 388, 84th Congress. 
(Attention: Deputy Regional Director, PBS.) 

We have received from your office tax data for calendar year 1955. As soon 
as the funds are made available by Congress, allotments will be made by the 
Comptroller to make the appropriate payments. PBS Order No. 54 and Comp- 
troller’s Order No. 78 providing procedures under the act have been issued. 

The necessary data concerning payments for calendar year 1956 should be sub- 
mitted to this office as soon as available. Attached is a checklist showing these 
items of data which should be acquired for your use and for submittal to this 
office. 

In reviewing the assessed valuations and other data acquired, care should be 
taken to see that any capital improvements made at the properties since their 
transfer from Reconstruction Finance Corporation to any other Government 
department are not included in the valuation. 

The records of this office indicate the following properties will be subject to 
payments under the act for calendar year 1956. If any are sold prior to the 


payment due date for 1956 taxes, such properties would be eliminated (see par. 
4f of PBS Order No. 54): 


General Electric Co., Plancor 174, Schenectady, N. Y. 

General Electric Co., Plancor 788, Syracuse, N. Y. 

Columbia Aircraft Corp., Plancor 1266, Valley Stream, Long Island, N. Y. 
Mergenthaler Linotype Co., Plancor 742, Brooklyn, N. Y. 

National Lead Co., Plancor 1245, Tahawus, N. Y. 

Utica Drop Forge & Tool Co., Plancor 2386, Utica, N. Y. 

Anken Film Co., Newton, N. J., Plancor 2354. 

Aluminum forgings plant, Plancor 1395, Erie, Pa. 

Franklin (Benj.) Graphite Plant, Plancor 1284, Chester Springs, Pa. 
McCreary Tire & Rubber Co., Plancor 1936, Indiana, Pa. 

United Engineering & Foundry Co., Plancor 765, New Castle, Pa. 
Westinghouse Electric Corp., Plancor 1603, Homewood, Pa. 


Marcu 30, 1956. 
To: Regional Director, Atlanta, Ga. 
From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject: Real Property Taxes for 1956—Public Law 388, 84th Congress. 
(Attention: Deputy Regional Director, PBS.) 


We have received from your office tax data for calendar year 1955. As 
soon as the funds are made available by Congress, allotments will be made by 
the Comptroller to make the appropriate payments. PBS Order No. 54 and 
Comptroller’s Order No. 78 providing procedures under the act have been issued. 

The necessary data concerning payments for calendar year 1956 should be 
submitted to this office as soon as available. Attached is a checklist showing 
these items of data which should be acquired for your use and for submittal to 
this office. 

In reviewing the assessed valuations and other data acquired, care should 
be taken to see that any capital improvements made at the properties since their 
transfer from Reconstruction Finance Corporation to any other Government 
department are not included in the valuation. 

The records of this office indicate the following properties will be subject to 
payments under the act for calendar year 1956. If any are sold prior to the 
payment due date for 1956 taxes, such properties would be eliminated (seo 
par. 4f of PBS Order No. 54): 

Republic Steel Corp., Plancor 269, Gadsden, Ala. 
Firestone Tire & Rubber Co., Plancor 506 and 506a, Burlington, N. C. 


Marcu 30, 1956. 
To: Regional Director, Kansas City, Mo. 
From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject: Real Property Taxes for 1956—Public Law 388, 84th Congress. 
(Attention: Deputy Regional Director, PBS.) 
We have received from your office tax data for calendar year 1955. As soon 
as the funds are made available by Congress, allotments will be made by the 
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Comptroller to make the appropriate payments. PBS Order No. 54 and Comp- 
troller’s Order No. 78 providing procedures under the act have been issued. 

The necessary data concerning payments for calendar year 1956 should be 
submitted to this office as soon as available. Attached is a checklist showing 
these items of data which should be acquired for your use and for submittal 
to this office. 

In reviewing the assessed valuations and other data acquired, care should be 
taken to see that any capital improvements made at the properties since their 
transfer from Reconstruction Finance Corporation to any other Government 
department are not included in the valuation. 

The records of this office indicate the following properties will be subject to 
payments under the act for calendar year 1956. If any are sold prior to the 
payment due date for 1956 taxes, such properties would be eliminated (see pa‘ 
4f of PBS Order No. 54): 

Alcohol plant, Plancor 1608, Omaha, Nebr. 


Marcu 30, 1956. 
To: Regional Director, Dallas, Tex. 
From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject: Real Property Taxes for 1956—Public Law 388, 84th Congress. 
(Attention : Deputy Regional Director, PBS.) 


We have received from your office tax data for calendar year 1955. As soon 
as the funds are made available by Congress, allotments will be made by the 
Comptroller to make the appropriate payments. PBS Order No. 54 and Comp- 
troller’s Order No. 78 providing procedures under the act have been issued. 

The necessary data concerning payments for calendar year 1956 should be 
submitted to this office as soon as available. Attached is a checklist showing 
these items of data which should be acquired for your use and for submittal 
to this office. 

In reviewing the assessed valuations and other data acquired, care should be 
taken to see that any capital improvements made at the properties since their 
transfer from Reconstruction Finance Corporation to any other Government 
department are not included in the valuation. 

The records of this office indicate the following properties will be subject to 
payments under the act for calendar year 1956. If any are sold prior to the 
payment due date for 1956 taxes, such properties should be eliminated (see par- 
4f of PBS Order No. 54): 

Mathieson Alkali Works, Plancor 264, Lake Charles, La. 
Dow Magnesium Corp., Plancor 243, Velasco, Tex. 


Marou 30, 1956. 
To: Regional Director, San Francisco, Calif. 
From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject: Real Property Taxes for 1956—Public Law 388, 84th Congress. 
(Attention : Deputy Regional Director, PBS.) 

We have received from your office tax data for calendar year 1955. As soon 
as the funds are made available by Congress, allotments will be made by the 
Comptroller to make the appropriate payments. PBS Order No. 54 and Comp- 
troller’s Order No. 78 providing procedures under the act have been issued. 

The necessary data concerning payments for calendar year 1956 should be 
submitted to this office as soon as available. Attached is a checklist showing 
these items of data which should be acquired for your use and for submittal 
to this office. 

In reviewing the assessed valuations and other data acquired, care should be 
taken to see that any capital improvements made at the properties since their 
transfer from Reconstruction Finance Corporation to any other Government 
department are not included in the valuation. 

The records of this office indicate the following properties will be subject to 
payments under the act for calendar year 1956, if any are sold prior to the 
payment due date for 1956 taxes, such properties would be eliminated (see par. 
4f of PBS Order No. 54) : 

Douglas Aircraft Corp., Plancor 890, El Segundo, Calif. 
Permanente Metals Corp., Plancor 707, Manteca, Calif. 
Rohr Aircraft Corp., Plancor 998, Chula Vista, Calif. 
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Marce# 30, 1956. 
To: Regional Director, Seattle, Wash. 
From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject : Real Property Taxes for 1956—Public Law 388, 84th Congress. 
(Attention: Deputy Regional Director, PBS) 

We have received from your office tax data for calendar year 1955. AS soon 
as the funds are made available by Congress, allotments will be made by the 
Comptroller to make the appropriate payments. PBS Order No. 54 and Comp- 
troller’s Order No. 78 providing procedures under the act have been issued. 

The necessary data concerning payments for calendar year 1956 should be 
submitted to this office as soon as available. Attached is a checklist showing 
these items of data which should be acquired for your use and for submittal to 
this office. 

In reviewing the assessed valuations and other data acquired, care should be 
taken to see that any capital improvements made at the properties since their 
transfer from Reconstruction Finance Corporation to any other Government 
department are not included in the valuation. 

The records of this office indicate the following properties will be subject to 
payments under the act for calendar year 1956. If any are sold prior to the 
payment due date for 1956 taxes, such properties would be eliminated (see par. 
4f of PBS Order No. 54): 

Anaconda Copper Mining Co., Plancor 133, Columbus, Mont. 
Anaconda Copper Mining Co., Plancor 587, Columbus, Mont. 
Domestic Manganese & Development Co., Plancor 1304, Butte, Mont. 
Electro-Metallurgical Co., Plancor 571 and 1108, Spokane, Wash. 
Electro-Metallurgical Co., Plancor 571 (Quarry) Marble, Wash. 
Pacific Car & Foundry Co., Plancor 303, Renton, Wash. 


Marcn 30, 1956. 
To: Regional Director, Chicago, Tl. 
From: Director, National Industrial Reserve Division, Washington, D. C. 
Subject : Real Property Taxes—Public Law 388, 84th Congress. 
Reference is made to your memoranda of the 20th forwarding copies of tax 
bills for the year 1955 on the folowing facilities: 
Facility 1955 tazves 
. Magnesium Reduction Co., Luckey, Ohio____- cdiciiscm boat ee _ $9, 628. 74 
. Dow Chemical Co., Bay City, Mich 9, 359. 43 
. Diamond Magnesium Corp., Painesville, Ohio 29, 920. 72 
. Republic Steel Corp., Youngstown, Ohio 11, 527. 78 
. Waco Aircraft Corp., Troy, Ohio 7, 056. 52 


It is noted that all the information we require is not in the tax bills. Item 1 
does not show the assessment date or the tax payment due dates. It is assumed 
that the bill covers taxes of all authorities. 

Item 2 does not show the tax rate or the taxpayment due date. 

Item 3 does not show the taxpayment due dates. It is assumed that the one 
bill covers all authorities. 

Item 4 does not show the taxpayment due dates. Again it is assumed that 
the bills cover all authorities. It is noted that payment has been made by the 
lessee. 

Item 5 indicates that payment has been made. 

When the above missing information becomes available it should be submitted 
to this office. In the meantime, we must have the tax data on the balance of 
the applicable facilities in your region not later than April 5, 1956. The amount 
of the tax for the year 1955 will suffice at that time if the other required data 
is not then available. The remaining data can be submitted as it becomes avail- 
able. Our records indicate that we still require the data for 1955 taxes on the 
following facilities : 

General Motors Corp., Saginaw, Mich., Plancor 446. 

American Rolling Mill, Hamilton, Ohio, Plancor 759. 

Clifton Products, Inc., Painesville, Ohio, Plancors 1716 and 1911. 
National Carbide Co., Ashtabula, Ohio, Plancor 1166. 

Republic Steel Corp., Warren, Ohio, Plancor 259W. 

Eversharp, Inc., Chicago, Il., Plancor 1372. 

Granite City Steel Corp., Granite City, Ill., Plancor 312. 

Pullman Standard Car Co., Chicago, Ill, Plancor 104. 
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Senator Humpurey. Do you see any principle in Public Law 388 
which would be applicable to your other properties ¢ 

Mr. Spracur. By “other properties,” you mean command properties 
and industrial properties built directly by 

Senator Humpnrey. Other real estate. 

Mr. Spracur (continuing.) By the Defense Department? 

Senator Humenrey. You are administering that law now, and get- 
ting some experience, as you said, under it. 

Mr. Van Creve. May I answer that? 

Senator Humpnrey. Please do. 

Mr. Van Creve. I would say we have had two outstanding problems 
as we have gone forward in implementing Public Law 388. One 
has been to get an accurate, up-to-date assessment of that property. 
The assessments which were available to us were not assessments made 
by the local taxing authorities, but acquisition figures, and sometimes 
accumulated acquisition figures, by the RFC or one of its subsidiary 
corporations. 

It has been difficult to determine what portion of those properties 
is subject to Public Law 388 and, in addition, what the value of that 
portion is. 

The other problem we have had, which has been more a mechanical 
one than a judgment problem, has been to determine that the rate of 
tax applied by the taxing authority against that property is the same 
rate of tax which other taxpayers in the community pay. 

Senator Humpnrey. I would imagine that you would want to keep 
a watchful eye on that situation. 

Mr. Van Cueve. We do. And, of course, as you know, the com- 
munities are able to tax industrial property, frequently, at a different 
rate of tax than they would tax commercial or domestic property. 

For that reason, we have had to determine that the rate charged the 
Federal Government is the same rate charged other commercial or 
industrial property owners. 

Mr. Sprague. If your question, Senator, related to the overall prin- 
ciple of the bill itself, as to how the Defense Department would feel 
in connection with enlarging that principle, I would say that within 
the context of what I have said here, we do not object to the enlarge- 
ment of the principle to include industrial and commercial real estate, 
subject to a cutoff date and, as I said, with the initial determination, 
at least, being made by the executive branch of the Government as to 
fair amounts to be paid in genuine hardship cases. 

Senator Humpnrey. You would not want any kind of board which 
would be representative of both the community and the Federal Gov- 
ernment, to determine fair amounts of payments, such as, let us say, 
for example, a local official, a Federal officer, and a public member ¢ 

Mr. Spracur. I think we would prefer initially to handle it on the 
basis of an executive branch i or commission or agency, which 
could be assisted in its deliberations by an advisory group made up 
of representative citizens, both from-—perhaps from the States, and 
certainly from the municipalities and towns. 

It is our overall feeling that this is such an enormously complicated 
problem that a body of experience has got to be built up over a period 
of time for the Congress properly to evaluate, in the final analysis, 
what the most appropriate kind of legislation is in this area. 

Senator Humrurey. I recognize the importance of experience. 
However, there are agencies in this Government which have had a 
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have had to evaluate properties, determine their assessed value, 
their true value, their replacement value, or their acquisition value, 
depending upon which factor is used ; and then they have had to nego- 
tiate with communities for a fair payment in lieu of taxes, 

The Tennessee Valley Authority, es had a great deal of experience 
in this field, and it is a large installation. I suppose it makes a rather 
large payment in lieu of taxes. I do not know what that figure would 
be, but I believe it is rather substantial. 

I understand that the Atomic Energy Commission also has this 
authority. 

Mr. Nosteman. The TVA representative is here, and he may be 
able to answer your inquiry. 

Senator Humpnrey. Who isthe TVA representative ? 

Mr. SrepHenson. Charles M. Stephenson. 


STATEMENT OF CHARLES M. STEPHENSON, GOVERNMENT RELA- 
TIONS AND ECONOMIC STAFF, TENNESSEE VALLEY AUTHORITY, 
KNOXVILLE, TENN. 


—_ deal of experience in the matter of payments in lieu of taxes; 
they 


Senator Humenrey. Mr. Stephenson, what is the aggregate of your 
payments, in round numbers? 

Mr. SrerHenson. Our payments this year, Senator, will be a little 
over $4 million. 

Senator Humpurey. A little over $4 million. 

Mr. SterHenson. This current fiscal year. 

Senator Humpnrer. To the local communities? 

Mr. Srernenson. To the State and counties in which there are TVA 
power properties or operations. 

Senator Humenrey. How do you arrive at that figure? Is that one 
which is a result of negotiation, or do you have a formula? 

Mr. SrepHenson. A formula is set out in section 13 of the TVA 
statute. The payments are based, in part, upon a sharing of our 
power revenues, and in part upon the tax replacement on purchased 
property. We do not make any local payments based on current 
assessments or current valuations. 

We make a or which is basically a sharing with the States 
of 5 percent of our revenues from the sale of power, excluding sales 
of power to agencies of the Federal Government. 

A minimum payment consisting of the replacement of former State 
and local ad valorem taxes on purchased power properties, and on 
reservoir lands allocated to power is established in the States. 

Senator Humpurey. In other words, if you purchased a piece of 
property or a piece of land upon which the ad valorem tax was, let 
us say, a thousand dollars at the time of purchase, that is the mini- 
mum that you would pay. 

Mr. Srernenson. That is right, sir, and we would continue to 
replace that former historic tax loss as long as we continued to hold 
and operate the property. 

Senator Humpnrey. Do you augment that? 

Mr. Srernenson. No, sir. Our statute does not provide for chang- 
ing the local tax ea tt based either upon changes in 
por 5 poner of the jurisdiction, or changes in the tax rate. 

nator 


umPHREY. You also have a revenue-sharing plan. 
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Mr. SterHenson. The sharing of revenue, of course, provides a 
total which may vary from year to year. It is fixed at the rate of 
5 percent of revenues from the sale of power, excluding power sales 
to the Federal Government itself. Of course, as power revenues have 
grown, payments on the 5-percent-of-revenue basis have gone well 
above the required minimum. As I stated earlier, our total payments 
this year will exceed $4 million, while mere tax replacement on pur- 
chased power properties and reservoir lands allocated to power would 
require payments of only about $1,300,000. Then, too, municipalities 
and cooperatives which distribute TVA power also make tax and in- 
lieu tax een Total payments by TVA and its power distrib- 
utors for the current year will exceed $10 million as compared with 
a little less than $3 million formerly paid in taxes on all reservoir 
lands allocated to power and on power properties and operations pur- 
chased from private owners by both TVA and its distributors. 

Senator Humpurey. Is the 5-percent formula established in the 
statute ¢ 

Mr. SteruEnson. The whole payment formula is fixed in the statute, 
and actually, we have no discretionary power to negotiate the amount 
of the payment. We follow a statutory formula. 

We maintain very close relations with State and local tax officials 
of the region, and our payments are based upon carefully supported 
records—that is, the historic tax records relating to specific properties 
acquired, and the tax rates which were applicable—we have volumi- 
nous files in support of those minimum tax replacement payments. 

Senator Humpurey. Do you pay a replacement of ad valorem taxes 
on acquired property, do you pay the new rate which would have been 
assessed if that property had still been in private hands? 

Mr. Sreruenson. No, sir. We pay on the basis of the 2-year aver- 
age of the ad valorem tax applicable to the property for the last 2 tax 
years preceding the date of acquisition; and that tax replacement 
amount is frozen, in effect, on that basis, as long as we continue to hold 
the property. 

There is no adjustment for changes in tax rates or for subsequent 
changes in valuation, once we have acquired the property. 

The theory of the law, at the time it was passed in 1940, was to save 
the State and local governments from a tax loss with which they were 
faced at the time because we were in the process of acquiring private 
utility properties and reservoir lands on a large scale. The primary 
object: was to prevent a tax loss which would have been catastrophic in 
some of the taxing jurisdictions concerned. 

Senator Humpurey. That appears to be a valid principle, which 
might be applicable where the Department of Defense takes over 
industrial commercial properties. 

Mr. STEPHENSON. of course—I cannot speak for the Department 
of Defense. 

(Subsequently, the following additional information was received 
from Mr. Stephenson :) 


TVA PAYMENTS IN Liev or Taxes AND TAXES AND TAx EQUIVALENTS PAID BY 
DistrreutTors or TVA PowrER 


The Tennessee Valley Authority during the fiscal year ended June 30, 1955, 
paid to 7 States and 136 counties a total of $3,878,466 in lieu of taxes as required 
under section 13 of the TVA Act, as amended in 1940. During the same period, 
according to figures from the distributors’ annual financial reports to TVA, taxes 





438 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


and equivalents paid or accrued for payment to State and local units of govern- 
ment by the municipalities and cooperative associations distributing TVA power 
amounted to $6,192,400. The combined payments, totaling $10,070,866, exceeded 
by $7,087,156 the property taxes formerly paid on the portion of reservoir lands 
allocated to power and on power production and distribution properties when 
they were in private ownership. 

Table 1 shows a comparison of the State, county, district, and municipal ad 
valorem taxes formerly paid on reservoir lands allocated to power and on 
power utility properties before their acquisition by the TVA and municipalities 
and cooperatives distributing TVA power, and the annual tax and in-lieu 
payments made during the fiscal year ended June 30, 1955 

Table 2 sets out the annual amounts of TVA payments in lieu of taxes, and 
of tax and tax equivalent payments by municipal and cooperative distributors 
of TVA power, to State and local units of government for each fiscal year since 
the present statute relating to TVA payments was enacted in 1940. 


TABLE 1.—Comparison of former property tares with State and local tax and 
in-lieu payments by TVA and its power distributor contractors fiscal year ended 
June 30,1955 


Former ad valorem taxes on power property: 
On TVA property * 
Reservoir land allocated to power *: Amount 
State and municipal i $18, 496 
County and district : 153, 465 


171, 961 


Purchased power property : 
State and municipal 208, 189 
County and district 959, 311 


Total ; 1, 162, 500 


Total on TVA power property ‘ 1, 334, 461 


On Distributors’ power property * 
State and municipal ; 901, 834 
County and district 747, 415 


1, 649, 249 


Total former taxes on power property 2, 983, 710 
State and local tax and in-lieu payments : 
TVA payments: 
To States 2, 765, 691 
I ee Seat oa ek 1, 112, 775 


Total ; 3, 878, 466 


Distributor payments * 
Ad valorem 6, 090, 189 
Other 102, 211 


6, 192, 400 


Total State and Jocal payments___.2__-.--.------_«.___ 10, 070, 866 


+ Average property tax levies for last 2 years properties were i, Bairate ownership, 
computed on basis of property held and operated bp TVA on June 30, 1954. 

2 Reservoir land related to multipurpose hydro projects is chocdtal to power at the 
ratio of 42 percent. 

3 ae tax levies for last year properties were in private ownership, computed on basis 
of purchased properties acquired by the several distributors to June 30, 1954. 

* Charges to tax expense for the fiscal year on account of State and local taxes and tax 
equivalents. Federal tax expense (social security) incurred amounted to $198,806, making 
total taxes charged to operations $6,391,206. 
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TABLE 2.—7TVA payments in lieu of tawes and taw and tax equivalent payments 
by municipal and cooperative distributors of TVA power to State and local 
governments, by fiscal years, 1941-55 


Municipal and 
TVA pay- cooperative | Combined 
| ments distributor payments 
| payments | 
tthe J 3a. ep ————— —— —— 

$1, 499, 417 $1, 551, 381 | 
1, 859, 416 1, 573, 664 | 
1, 961, 312 | 1, 876, 607 | 
2, 169, 936 | 1, 925, 000 , 094, 936 
2, 138, 596 2,001, 541 | , 140, 137 


$3, 050, 798 

3 

3 

4 

| 4 
1, 989, 193 | 2, 111, 343 4, 100, 536 
2 

4 

4 

5 

) 


3, 433, 080 
3, 837, 919 


1, 666, 095 | 2, 320, 538 | 3, 986, 633 
2, 007, 803 2, 530, 312 , 538,115 
2, 050, 437 | 2, 905, 265 | 4, 955, 702 
2, 470, 692 3, 427, 849 | 5, 808, 541 
2, 444, 796 | 3, 745, 560 | }, 190, 356 
3, 036, 207 | 4, 333, 240 | 7, 369, 447 
3, 418, 110 4, 973, 154 8, 391, 264 
3, 578, 668 5, 495, 688 9, 074, 356 
3, 878, 466 6, 192, 400 10, 070, 866 


Total, 15 years eeteanel ences cneeense-see- | 36,169,144 | 46,963, 3, 542 | 83, 132, 686 
| | 


Senator Humpnrey. Mr. Sprague, you have heard this discussion. 
Would there be any objection on the part of the Department of De- 
fense to replacement of tax-revenue losses on properties which were 
acquired, that replacement to be predicated upon: the amount which was 
collected at the time you acquired the properties ? 


STATEMENT OF MANSFIELD D. SPRAGUE—Resumed 


Mr. Spracue. If I understand your question correctly, you are sug- 
vesting that the amount of the tax payment on commercial property 
or industrial property would be based on the amount of the tax in 
effect at the time the property was converted to Government use. 

Senator Humpnrey. Yes. That is what TVA does. 

I realize these are matters which have to be worked out in connec- 
tion with the total policy of the administration. Would you think 
that through and discuss it with some of your fiscal people ¢ 

Mr. Spracus. I would be glad to; yes, sir. 

Senator Humrurey. I do not expect you to answer these questions 
unless you have had an opportunity, on the policy question, to discuss 
it with the Bureau of the Budget and with your fiscal people. 

Mr. Spracur. I would say that the amount involved under that kind 
of a formula would be enormous in terms of cost estimates to be 
prepared. 

Senator Humprnrey. It would be enormous to the Department of 
Defense, but the loss of revenue, conversely, is enormous to those who 
lose it. 

Mr. Spracue. It certainly is, and the higher the cost to the Federal 
Government, the greater the loss to the local community, there is no 
question about that. 

Senator Humpnrey. It is a two-edged sword we have here. 

Mr. Spracue. It certainly is. But we will be glad to take a look 
at that particular question, and see what we can come up with. 

Senator Humpurey. I would like to discuss this formula further. 

Our staff analyzed many of these bills, and embodied its findings 
and analyses in staff memorandum No. 84-1-36, November 28, 1955. 
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This memorandum, which appears on pages 49-99 of part 1 of these 
hearings, contains a section entitled “Areas of Controversy,” found on 
pages 63-66 thereof. 

Item No. 4 reads as follows: 

What formula for determining the Federal liability to make payments-in-lieu 
should be established so as to insure against windfalls to local taxpayers and 


to local taxing authorities? 
The Commission— 


that is the Intergovernmental Relations Commission— 
states only that some type of arbitrary limitation on Federal payments is neces- 


sary to prevent excessive payments or windfalls to some local governments. 
The study committee— 


the task force— 


recommends a formula, as follows: Where the Federal payments in any taxing 
jurisdiction do not exceed the total property taxes levied against other property 
owners, they should be deemed free from any windfall character; where they 
exceed this level, each individual case should be examined by the proposed 
Federal Review Board to determine how much of the excess, if any, should be 
paid to the local taxing jurisdiction. 


In other words, if you have comparable pieces of property, if the 
Federal payments in any taxing jurisdiction do not exceed the total 
property taxes levied against the private taxpayers under this defini- 
tion, it would not be a windfall. 

This formula is incorporated in 8. 1657 and S. 2390. §. 1566, however, pro- 
vides for a limitation on Federal payments only with respect to property used 
for commercial or industrial purposes, such limitation amounting to 10 times the 
tax equivalent on the property, exclusive of Federal improvements and tangible 
personal property. 

The study committee contends that this was the best they could come up with; 
that all fixed formulas for mechanically determining the proper payment fail 
to give any assurance of substantial justice in individual cases; that it is unable 
to accept any formula limiting the property valuation in terms of any fixed ratio 
to the value at the time of Federal acqusition; and that of all the antiwindfall 
proposals studied, the formula it recommends combines the greatest amount of 
administrative simplicity with the largest measure of substantial justice. 


Mr. Nobleman, you have worked on this a long time. Precisely, 
what does this formula relate to ? 

Mr. Nosteman. This relates to the manner in which the amount of 
the Federal liability will be determined in connection with each Fed- 
eral property. 

In the formula referred to here by the study committee, if the tax 
jevied on any single piece of Federal property or single Federal instal- 
lation did not cana in its tax the total of all the other properties in 
the community, the tax would be considered free from any windfall 
character. 

This formula, they say, would be a fair protection against windfalls 
und against milking the Federal property owner. ey simply put 
itin these words. ‘They said: 

Where the Federal payments in any taxing jurisdiction do not exceed the total 
property taxes levied against other property owners, they should be deemed 
free from any windfall character; where they exceed this level, each individual 
case should be examined by the proposed Federal Review Board to determine 
how much of the excess, if any, should be paid to the local taxing jurisdiction. 

Senator Humpurey. The staff memorandum also states the con- 

tention of the opponents of this position, as follows: 
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Opponents point out that antiwindfall provisions to prevent excessive Federal 
payments are necessary because in some situations, Federal activities require 
an unusual concentration of costly improvements and equipment greatly in excess 
of the ratio of improvements and tangible personal property to site (land) value 
found in private enterprise, and that in such situations, Federal payments based 
upon the value of improvements and tangible personalty would result in 
excessive Federal payments; and that the Federal payment on account of a 
parcel of property should bear a reasonable relationship to the taxes which 
the property would produce if it were not required for Federal purposes, but 
were utilized by taxable private enterprise. 

My personal feeling is that is a reasonable and sensible conclusion. 
I do not think any good citizen would want to reach in and put an 
undue burden on the Federal Government, and I would hope no 
locality would look upon the Federal Government as some sort of an 
institution just to be exploited. 

It appears to me that either the formula which the TVA uses, based 
upon replacement of ad valorem taxes, or this idea of the Federal 
payment bearing a reasonable relationship to the taxes which the 
property would produce if it were not required for Federal purposes 
but were utilized by taxable private enterprise, although broader, 
embodies fair principles. 

Mr. Van Creve. May I address myself to the Commission’s formula, 
Senator Humphrey? It is certainly simple, as they say, but I can 
imagine two situations in which it might work out very unfairly. 

The first is where a Federal installation has attracted a kind of 
satellite community which has been established sometime after the 
Federal installation. There is one outside of St. Paul, near the Twin 
Cities Ordnance Works. 

Senator Humrnrey. There is also New Britain. 


Mr. Van Cteve. Yes, sir. Similarly, around some of the other 
great arsenals. Senator Schoeppel mentioned one yesterday. In 
that case, the installation might be valued at many, many times the 
total value of all the property which the local taxing community had 


available for taxes, in which case you would be reducing the fair 
payment of the Federal Government by the fact there is property of 
little total value around it. 

Conversely, if we were to assume that the Federal Government 
had the Brooklyn Navy Yard alone in Brooklyn, the value of property 
in Brooklyn itself would be many, aoe times greater than the value 
of the Brooklyn Navy Yard, and thus the Federal Government might 
be obliged, under this formula, to give kind of a windfall to that 
boromgi 2 the Federal payment were limited only to the amount 
paid by the other property. , 

I think curtattily the TVA formula would probably result in avoid- 
ance of that kind of situation. : 

I am particularly interested in the small community which has had, 
as Mayor Porter’s experience in Adrian shows, very considerable 
expenses due to a very large industrial plant, much beyond the ability 
of the small community to cope with. 

Senator Humrnrey. Mr. Nobleman. 

Mr. Norteman. Mr. Sprague, could you tell us what you consider 
to be a hardship case? You say on page 2 of your statement that the 
Department would favor a bill to alleviate genuine hardships. 

Now: what is a genuine hardship, in the view of the Department? 


69937—56—pt. 2——_14 
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Mr. Spracue. I will admit that is pretty broad and general. Some 
of the situations we had reference to were stated to the committee 
yesterday, I think, by Mr. Merriam. 

I know we had a very bad one in Connecticut. 

Mr. Nosteman. Stratford, Conn. ? 

Mr. Spracur. Yes, that one, and the one I am more familiar with, 
actually, is the Electric Boat Co., the situation up there in New Lon- 
don, in which case the State legislature, I am glad to say, did make 
very substantial grants to the community tow: yard education of the 
children whose parents were employed in that facility. 

Senator Humpurey. The Federal Government should also make 
some payment, 

Mr. Spracur. I think they do, but I don’t think their payments 
match the States. 

It seems to me that the Commission, whatever commission has over- 
all jurisdiction of this problem, would have to determine what a 
genuine or demonstrable hardship is, and I don’t know that you can 
do much more than generalize about it. 

Mr. Nosteman. Would you favor the inclusion of definite standards, 
in a bill, which would guide the proposed Commission in making its 
determination ? 

Mr. Spracve. I wouldn’t oppose putting standards in which would 
help guide the Commission in that area, no. 

Mr. Nosurman. Can you assist us or suggest to us, or have your 
staff work with us in determining what these standards might be? 

Mr. Spracue. We would be very glad to. 

Mr. Nositeman. I suggest this because your Department bears the 
large brunt of all the problems. 

Mr. Spracur. We have the biggest problem of all, I guess, in terms 
of total impact, and we will certainly be glad to cooperate with you in 
trying to determine how we can establish criteria for determining 
genuine hardship. 

Mr. Nosteman. Don’t you think there should be definite standards 
set forth in the law, so that the determination with respect to payment, 
would not be left up to the proposed Commission ? 

Senator Humrpurey. I think we discussed this matter yesterday. 
We ought to try to make those standards as explicit as we can so as to 
provide guidelines for that commission. 

Mr. Van CLEVE. May I add something on that, Senator Humphrey ? 

Senator Humpurey. Yes. 

Mr. Van Creve. When I was speaking a little earlier about the 
experience gained under Public Law 388, one of our initial problems 

was to determine which plants were in fact eligible for payments under 
that law; and difficulty in such determinations arises with any degree 
of imprecision in the language. I think there is an analogy in the bill 
which this committee is going to report. The greater the degree of 
clarity in the definition of the properties eligible for payments, and 
the amount of payments, the criteria, whatever they are, for the deter- 
mination of payments, the easier our problem is going to be to imple- 
ment the bill and the faster we will be able to make payments under it. 

Senator Humenrey. All right. 

Mr. Sprague, you said you had some representatives here from 
the Department of Defense who might be able to give us some assist- 
ance on the cost estimates. 
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Mr. Spracue. I think they can, in terms of these cost estimates, total 
value of property, and so on. 

Senator Humpnrey. Mr. Batt is representing the Department of 
the Army. Mr. Batt’s complete statement will be placed in the record. 


STATEMENT OF JOHN L. BATT, REAL ESTATE OFFICE, CHIEF OF 
ENGINEERS, DEPARTMENT OF THE ARMY 


Mr. Bart. In preparing my statement of costs, one of the main 
problems was that where a cutoff date was established, our real estate 
records are not such that you can go in and automatically pull off a 
record of installations affected, and what properties were acquired at 
what time, without going into the individual acquisition records. 

And, of course, to do that on all of the Army properties would take 
many months of hard work, plus cost, which would be prohibitive to 
go into and come up with something like that in presenting figures 
on these particular bills. 

However, on the 1939 cutoff date, I assumed, because that was the 
beginning of the big Army expansion, that 75 percent of our in- 
ventory would fall within that period, from 1939 to the present date, 
and that is the way I arrived at my figures. 

Senator Humpurey. I see. 

Mr. Barr. On a percentage basis. It was the only way I could 
do it in the time permitted, and not having the money to go out and 
make an intensive search of all the individual records to find the 
date of acquisition. 

Senator Humpmrery. On your aggregate figures, Mr. Sprague, were 
you basing it on the 1939 date? 

Mr. Van Creve. No. Only when the bill indicated a 1939 cutoff 
date. 

Mr. Barr. My figures in this paper are based on the cutoff dates in 
each bill. 

Senator Humenrey. I notice you have analyzed each bill as you 
have gone along here. 

Do you recommend any particular cutoff date? 

Mr. Batr. Well, at this time, I would hate to make a statement as to 
a particular cutoff date without going into a more detailed study of 
the problem. 

There is one thing in these bills I would like to bring out, and that 
is that some of them, as you will note in my statement, do not alleviate 
or eliminate the civil works vere Now, most of those are for 
the benefit of the local people, if it is flood control. That you know 
about. The multipurpose dam, navigation properties, and so forth, 
from which the local area benefits, on those types of projects the laws 
authorize return of revenue from leasing of the property after the 
Government acquires it. However, in these bills, where they were not 
specifically eliminated, I included our civil works figures. 

Senator Humrnrey. In other words, your totals include the civil 
works improvements as well ? 

Mr. Batr. Wherever the bill did not eliminate them. 

Senator Humrurey. I would have serious doubts as to whether or 
not civil works improvements would be the subject of final consider- 
ation, 
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Mr. Barr. That is the way I approached the matter, but the bill 
itself did not specifically slitainain et; so I had to give consideration 
to them under the bill. 

Senator Humpnrey. Could you give us any cost estimates as to what 
the Army would be required to pay in lieu of taxes on commercial and 
industrial properties, acquisitions since 1950? 

Mr. Bart. Since 1950, on the industrial part, Mr. Ammons, from 
the Office of the Deputy’ Chief of Staff for Logistics, Department of 
the Army, has the figures on that, and he could very easily present 
them in a few minutes. 

Senator Humpurey. Is Mr. Ammons here? 

Mr. Ammons. Yes, sir. 

Senator Humeurey. Thank you very much, Mr. Batt. 

(Mr. Batt’s statement is as f aliduel :) 


SraTeEMENT oF JOHN L. Barr, Reat Estate Orrick, CHIEF OF ENGINEERS, 
DEPARTMENT OF THE ARMY 


Mr. Chairman and members of the committee, I am Mr. John L. Batt, Office of 
the Assistant Chief of Enginers for Real Estate, Department of the Army. I 
represent the Department of the Army for the purpose of representing the valua- 
tion data of property of the Department of the Army subject to the various 
bills under consideration by this committee today. 

As the various bills here under consideration involve both command installa- 
tions and commercial and industrial property of the Department of the Army, 
I have wtih me Mr. Charles EB. Ammons, from the Procurement Division of the 
Office of the Deputy Chief of Staff for Logistics, who is prepared to answer ques- 
tions relating to this latter type of property, particularly with respect to the 
tangible personal property. 

To secure accurate tax rates, estimate the present-day value of the property, 
determine exactly which properties would be subject to taxation under the differ- 
ent sections of the bills, and determine which properties would be exempted 
under the bills would require many months of detailed search of the records on 
each piece of property acquired and contact with each local taxing authority 
wherein Army property is located. The cost of such a study would be of a magni- 
tude which would be prohibitive. Therefore, in arriving at the dollar value of 
property covered by the various bills, certain assumptions had to be made. The 
land acquisition costs plus construction costs of improvements were used as the 
real estate values, and it is pointed out that such values, due to appreciation, de- 
preciation, and variations in local evaluating procedures for taxation may have 
little resemblances to present-day values which would be placed thereon by the 
local taxing authority. The figures relating to real property hereafter submitted 
are based on real property inventories which do not list the dates of acquisition, 
therefore, it was necessary to assume a percentage figure wherein the bills pro- 
vide a cutoff date as to property subject to taxation. 

I will now present to the committee the following figures on the impact of each 
of the bils on the Army as a general guide in your consideration of the proposed 
legislation. 


S. 888—A bill to make temporary provision for the payment of taxes, or the 
making of payments in lieu of taxes, with respect to certain real estate held 
by Government corporations, or transferred by them to other Government 


agencies, and for other purposes 


S. 888 is similar to H. R. 6182 which was enacted into law as Public Law 388 
during the first session of this Congress. As a substantial portion of the property 
subject to taxation under 8. 888 falls within the provisions of Public Law 388, 
no data was prepared on this bill. 


8. 826—A bill to provide for payments by the Federal Government to States or 
local taxing units adversely affected by Federal acquisition, ownership, or use 
of defense production facilities, to provide for the taxation of certain Federal 
properties, and for other purposes 
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S. 826 involves Army property of a commercial and industrial nature acquired 
and improvements added thereto after June 30, 1950, including machinery and 
equipment. The bill also provides for taxation of personal property in the form 
of inventories, raw material, and work in progress. 

Total property of the Department of the Army subject to taxation in 8. 826 is 
estimated to amount to $2,496,150,000, consisting of personal property amounting 
to $1,658,550,000 and real property amounting to $837,600,000. 

Mr. Ammons, whom I have previously mentioned, has a more detailed break- 
down of the figures with respect to S. 826 which he will present to the committee 
and answer any questions that you may have thereon. 


S.1566—A bill establishing a general policy and procedures with respect to 
payments to State and local governments on account of Federal real property 
and tangible personal property, and for other purposes 


H. R. 4883— bill establishig a general policy with respect to payments to State 
and local governments on account of Federal real property and tangible per- 
sonal property by providing for the taxation of certain Federal property and 
for payments in connection with certain other Federal property and for other 
purposes 


The figures submitted hereunder are for 8. 1566. However, H. R. 4883 is similar 
in most respects. The figures presented for S. 1566 will also apply to H. R. 4883. 


S. 1566 affects Army industrial real properties which were subject to tax 
while in the possession of a taxable instrumentality of the Federal Government 
(Reconstruction Finance Corporation), industrial personal property, Army non- 
industrial real property and the real property of civil works program of the 
Corps of Engineers. The bill also provides for transitional payments on exempt 
properties under section 108. Since there is no cutoff date provided in the bill, 
the figures presented are based on the total inventory of Army real property, 
both military and civil works. 

Total property of the Department of the Army subject to taxation is approxi- 
mately $11,228,562,000. Of this amount, approximately $6,700,591,000 represents 
real property for military purposes ; $3,177,971,000 civil works real property and 
$1,350,000,000 Army personal property in the form of industrial production 
machinery and equipment. 


S. 1657—A bill to authorize the taxation of certain Federal property by State 
and local tax authorities, to provide for the payment by Federal agencies of 
sums in lieu of taxes with respect to certain other Federal property, and for 
other purposes 


S. 2390—A bill to consent to the taxation of certain Federal property by State 
and local tax authorities, to provide for the payment to such authorities of 


sums in lieu of taxes with respect to certain other Federal property, and for 
other purposes 


S. 1657 and S. 2390 are similar bills and the amount of real property and 
personal property of the Army, which would be subject to taxation thereunder, 
is the same for the two bills. Therefore, the figures hereafter presented would 
represent the impact of the enactment of either of the bills upon Army property. 
Both of these bills provide for exemption of any property acquired by a Federal 
agency prior to September 8, 1939. Since the real property inventory on the 
military real property does not contain a breakdown of such property by dates 
of acquisition, it was necessary to estimate the value of the property subject to 
taxation. For this purpose it was assumed that 75 percent of the Army military 
real property was acquired after that date. The civil works real property 
inventory, provided the acquisition date and, therefore, the real property value 
on civil works real property was obtained by summation of values carrying a 
1940 date or later. 

These two bills provide for direct taxation of certain classes of property and 
payments in lieu of taxes on certain other classes of property. 

Transitional payments are required on all properties not subject to taxation 
under other provisions of the bill and which were acquired 10 years prior to the 
date of enactment thereof. 

The bills also provide for payment of special assessment taxes. No value of 
real property so affected can be given as there is no method of determining what 
properties would be subject to such assessment at this time. 
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The value of the total property of the Department of the Army, subject to the 
above bills, is approximately $9,195,170,000, of which approximately $3,532,- 
096,000 is real property, subject to taxation or payments in lieu of taxes approxi- 
mately $158,977,000 is real property subject to transitional payments and ap- 
proximately $5,504,097,000 is tangible personal property and goods in process. 
S. 2754-—A bill to authorize the taxation of certain Federal real property by 

State and local tax authorities, and for other purposes 


S. 2754 provides for direct taxation of real property. Therefore, the figures 
quoted below are taken directly from the real property inventories and represent 
the total real property under the control of the Department of the Army, both for 
military and civil-works purposes. The total value of all Army real property is 
approximately $9,878,562,000. 

S$. 3534—A bill to provide for payments in lieu of taxes to State tax authorities 
with respect to certain real property subject at the time of its acquisition by 
the United States to real property tax committed to the discharge of bonded 
indebtedness for any public improvement 


This bill provides a cutoff date of December 31, 1954, as to property subject to 
taxation thereunder. This bill was not received in time to prepare values of real 
property subject thereto for presentation at this hearing. However, if the com- 
mittee so desires, I will be glad to prepare such estimate for presentation at a 
later date to the committee. 

I have appreciated this opportunity of appearing before the committee and 
shall be happy to answer any questions that you may have concerning the values 
herein presented with respect to the various bills. 


STATEMENT OF CHARLES E. AMMONS, PROCUREMENT DIVISION, 
DEPUTY CHIEF OF STAFF FOR LOGISTICS, DEPARTMENT OF THE 
ARMY 


Mr. Ammons. I am Charles E. Ammons, Procurement Division, 
Office of the Deputy Chief of Staff for Logistics. 

The figures that I have here are included in some instances with 
the figures, I believe, Mr. Batt has included in the overall figures on 
commercial and production equipment; for example, we have a figure 
of $1,350 million. This is under the S. 826 bill. 

Senator Humpurey. Since 1950? 

Mr. Ammons. Since 1950. This is the total cost which we had 
gathered from our reglar semiannual reports. 

Senator Humrpurey. You mean the total cost of payments-in-lieu ¢ 

Mr. Ammons. No. Thisisthe total value,sir. Iam sorry. [Laugh- 
ter.] That is the total value from the period 1950 until our last 
reporting period, sir. 

Senator Humpurey. Then it would be on that total that a payments- 
in-lieu figure would be based. 

Mr. Ammons. Yes, sir, that is correct. 

Senator Humrurey. How does that relate to the total aggregate 
value of your property ? 

Mr. Ammons. Of all properties, sir? I do not have the total value 
of all, all inclusive, sir. 

Senator Humrnurey. Your figures refer only to commercial acqui- 
sitions ¢ 

Mr. Ammons. Right. 

Mr. Barr. Senator Humphrey ¢ 

Senator Humrurey. Yes. 
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Mr. Barr. The total industrial valuation of real property in the 
Army inventory in the continental United States is $2,151,403,000. 
That is just industrial properties. 

Senator Humpurey. That is the total for all years? 

Mr. Barr. Yes; for all years; in other words, all the industrial real 
property, classified in inventory as industrial. And that is as of 
June 30, 1955. 

Senator Humpurey. Very good, sir. Thank you very much. 

Do you have any additional statement for the record ¢ 

Mr. Ammons. No, sir. 

Senator Humpnrey. Thank you very much. 

Mr. Spracvr. Do you want to hear from the Air Force representa- 
tive? He may wish to comment on the testimony which was given 
yesterday by Mr. Vermilya, of Stratford. 

Senator Humpurey. Oh, yes. 

Would the Air Force representative please come forward ? 


STATEMENT OF RALPH P. DUNN, CIVILIAN DEPUTY CHIEF, 
PROCUREMENT POLICY DIVISION, DIRECTORATE, PROCUREMENT 
AND PRODUCTION, OFFICE OF DEPUTY CHIEF OF STAFF, MATE- 
RIEL, DEPARTMENT OF THE AIR FORCE 


Mr. Dunn. My name is Ralph P. Dunn, Civilian Deputy Chief, 
Procurement Policy Division, Directorate, Procurement and Produc- 
tion, Office of Deputy Chief of Staff, Materiel Headquarters, Depart- 
ment of the Air Force. 

Senator Humpnurey. We would like to have your full statement 
made a part of the record, Mr. Dunn, but there may be points here 
on which you might desire to give us some additional information. 

I gather you have gone through all the bills. 

Mr. Dunn. I have gone through the bills shown in the statement 
[ have prepared. 

Senator Humreurey. That is right, you have made an analysis just 
as Mr, Batt did in his. 

Mr. Dunn. Yes, sir. 

Senator Humpurey. Do you have a sum total of the commercial 
and industrial acquisitions or properties of the Air Force? 

Mr. Dunn. We show them under the different bills, Senator. 

For example, S. 2390 and §. 1657 are grouped together in my state- 
ment. Either bill if enacted, might affect real property, in the ap- 
proximate amount of $636,600,000 for industrial; $2,784,266,000 for 
nonindustrial, such as posts, camps, stations, and command properties. 

Senator Humpnrey. Just industrial and commercial. Do you have 
any breakdown such as Mr. Ammons had here for the Army, as to 
just your industrial and commercial properties, acquisitions ? 

Mr. Dunn. The figures shown in my statement are estimated ac- 
quisition costs. 

Senator Humpurey. I see. 

Mr. Spracus. You did give the commercial figure there, didn’t you! 

Mr. Dunn. Yes. For industrial properties, “it is $636 million. 

Senator Humpurey. I see. That is a continuing figure all the way 
through here. 

Mr. Van Creve. Senator Humphrey, I wonder if I can make clear, 
that so far as I know, the figures which the services are testifying to 





448 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


are cm and industrial real estate, and do not include per- 
sonalty. 

Senator Humpnrey. They refer only to structures and land? 

Mr. Van Creve. Yes, sir. It would be the land and improvements, 
and anything attached or affixed to it. 

Senator Humpnrey. And machines. 

Mr. Van Creve. Attached or affixed machines. 


Senator Humpnrny. Yes, that is right. But not inventory. 
Mr. Van Creve. That is right, sir. 
(Mr. Dunn’s statement is as follows:) 


STATEMENT OF RALPH P. DUNN, DIRECTORATE OF PROCUREMENT AND PRODUCTION, 
DEPARTMENT OF THE AIR FORCE 


The Department of Defense has stated the position of the Military Establish- 
ment on pending bills which would provide in general for taxes on certain Air 
Force property or payment in lieu thereof to State and local taxing authorities. 

The figures shown below indicate the magnitude of Air Force property that 
would be affected if any of the proposed bills are enacted into law. 

The data supplied hereunder is taken from the latest reports available in 
Headquarters, United States Air Forces. In some instances it has been necessary 
to make estimates. These are based upon the best information available. 

Subject to the foregoing, the following is submitted: 


S. 2390—A bill to consent to the taxation of certain Federal property by State 
and local tax authorities, to provide for the payment to such authorities of 
sums in lieu of taxes with respect to certain other Federal propery, and for 
other purposes 


S. 1657—A bill to authorize the taxation of certain Federal property by State 
and local tax authorities, to provide for the payment by Federal agencies of 
sums in lieu of taxes with respect to certain other Federal property, and for 
other purposes 


These bills are substantially similar. 

It is estimated that either of these bills, if enacted, would affect real propery 
in the approximate amounts of $636,600,000 for industrial and $2,784,266,000 
for nonindustrial. Under transitional payments the cost of land for nonindus- 
trial real property for the past 10 years is estimated at $59,606,000. 

Hither of these bills, if enacted, would also affect personal property such as 
machinery and equipment in the approximate amount of $1,250 million. This 
figure does not include nonstocklisted items or stocklisted items costing less than 
$500 per item. They would also affect inventories, raw material and work in 
process amounting to approximately $3 billion. 


S. 1566—A bill establishing a general policy and procedures with respect to pay- 
ments to State and local governments on account of Federal real property and 
tangible personal property, and for other purposes 


H. R. 4883—A bill establishing a general policy with respect to payments to 
State an local governments on account of Federal real property and tangible 
personal property by providing for the taxation of certain Federal property 
and for payments in connection with certain other Federal property, and for 
other purposes 


The statements hereunder refer to H. R. 4883. However, since 8. 1566 is 
similar in most respects, the statements made below also apply to this bill. 

Title I would affect industrial real property, the reported acquisition cost of 
which is $636,600,000. Title I affects Air Force industrial personal property 
in the approximate amount of $1,250 million. Title I would also affect non- 
industrial real property, the acquisition cost of which was approximately 
$3,654,270,000. Titles III and IV would authorize special assessments and it 
is not possible at this time to calculate what amounts would be involved in this 
respect. 


ila llc iC acest 
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S. 826—A bill to provide for payments by the Federal Government to States or 
local taxing units adversely affected by Federal acquisition, ownership, or 
use of defense production facilities, to provide for the taxation of certain 
Federal properties, and for other purposes 


This bill is enacted would affect the following property in the approximate 
amounts indicated below: 


Inventories, raw material, and work-in-process $3, 000, 000, 000 
Properties leased or sold by conditional bill of sale (real estate 

and improvements) 15, 850, 000 
Properties subject to tax since June 30, 1950 (real estate and 

improvements) 157, 642, 000 
Properties subject to tax since June 30, 1950 and subsequently 

transferred (real estate and improvements) 750, 000 
Properties acquired since June 30, 1950 24, 424, 000 
Improvements since June 30, 1950 
Personal property (machinery and equipment) 
Real property used for commercial purposes 


S. 2754—A bill to authorize the taxation of certain Federal real property by 
State and local tax authorities, and for other purposes 


This proposed legislation authorizes the direct taxation of all Federal real 
property except certain listed exceptions. It would also authorize a levy of 
special assessments on all Federal real property which cannot be estimated at 
this time. No cutoff date is provided for acquisition of real property nor does 
it have any termination date for the authority granted to tax. The effective 
date of the bill would be June 30, 1956. This proposed legislation would affect 
approximately $636,600,000 in industrial property and $3,654,270,000 in non- 
industrial property. 

Senator Humpurey. Mr. Nobleman, do you have any questions ? 

Mr. Nosteman. I have not seen the statement that Mr. Batt put in. 
Is there the same breakdown for the Army, Air Force, and Navy ? 

Mr. Dunn. I understand they are substantially similar. 

Mr. Nosteman. I would like the record to be complete on that. 

Senator Humrurey. I believe it is. We have the personal property 
and the real property estimates. They are broken down accordingly, 
and we can develop that into a chart so that we can have those com- 
parative figures. 

Thank you very much. 

Now, the gentleman from the Navy. 


STATEMENT OF COMDR. J. S. MARSH, OFFICE OF NAVY MATERIEL, 
UNITED STATES NAVY 


Commander Marsn. I am Comdr. J.S. Marsh, of the Office of Naval 
Materiel. 

In working up our figures for the costs under these bills, we very 
carefully worked up one, and that was S. 2390. We very carefully 
called in the representatives from each of the bureaus and offices and 
Marine Corps, and we made them each determine what their tax 
would be. 

We carefully made assumptions on the bill because it is complex 
and it fits a great many things besides the Navy. 

We figure on S. 2390 we have very accurate information. For 
instance, on the real-estate part of that we think our accuracy is up 
to 98 percent. 

We took the activities concerned and ran them through the real- 
estate IBM machine and came up with the figure, and that—— 

Senator Humpeurey. What figure did you come up with? 
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Commander Marsu. Three and a third billion dollars on that, 
which is 

Senator Humpnrey. That is total investment ? 

Commander Marsu. That is the real estate plus improvements. 

Senator Humrpnrey. Yes. 

Commander Marsu. That was about a third. We came to $9.44 
billion that would be taxable under S. 2390, and a third of that is 
accurate to 98 percent. 

Then the machine tools and other production equipment, we have 
very close figures on those, and the research plants, and so those figures 
are very accurate. 

When we got down to work in progress, inventories, and those items, 
it becomes difficult to work up accurate figures, but we had people 
familiar with the problem in each one of our bureaus—Bureaus of 
Ships, Bureau of Ordnance, Bureau of Aeronautics—so we think we 
have as good figures as could be developed, and we made that listing in 
such detail that we can apply it to these other bills here; and we think 
that our figures, in time, could be very closely related to what is the 
intent of the bills. 

Senator Humpeurey. Although we appreciate the fact that you have 
gone into each and every one of these bills and made your computa- 
tions on the basis of the formula in those bills, the figures we are most 
interested in right now are those relating to your commercial and 
industrial values, or acquisition costs. 

Commander Marsu. Yes, sir. I didn’t explain that very well. 

We went to each of the activities and took the commercial and 
industrial parts of those activities. If they were command activities, 
if they were shipyard, we took the total costs, with certain exceptions, 
like the hospitals and laboratories, and those things, were left out; 
and when we went to the industrial facilities, like research plants, we 
very carefully took them completely in value. 

Senator Humrurey. And you have all that tabulated ? 

Commander Marsu. Yes, sir. 

Senator Humpurey. May we have this information for the record ? 

Commander Marsu. Yes, sir. It has been submitted to the Depart- 
ment of Defense. 

Senator Humpnrey. You do not have an extra copy with you? 

Mr. Van Creve. Wecan supply a copy for the record. 

Senator Humpnrey. That is fine. 

(The information referred to is as follows :) 








DEPARTMENT OF THE NAVY 


Estimated expenditures under S. 2390 in the fiscal year 1957 assuming enactment 
on July 1, 1956 
Basis of tax or payment 


Sec. 4. (a) (2) Direct taxation of Navy administered industrial 
or commercial property acquired since September 1939 and 


currently out-leased : Acquisition cost 
I. Real property (exclusive of Wherry housing) -~--~..--- $315, 564, 190 
ie * 217, 626, 400 
III. Machine tools and production equipment..__._.__..._--- 331, 825, 000 
Tn. Se NE TN oils adie Bs cenit Sere arettinncnin nt 23, 294, 000 


OO ig 888, 309, 590 
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Estimated expenditures under S. 2390 in the fiscal year 1957 assuming enactment 
on July 1, 1956—Continued 


Basis of tax or payment Acquisition cost 
Sec, 5. (a) Payment in lieu of taxes for certain Navy-adminis- 
tered industrial or commercial property acquired since Sep- 
tember 1939: 
I, Property devoted to commercial or industrial use: 
(a) Government- owned, Navy-operated plants____ $2, 998, 372, 353 
(b) Government - owned, contractor - operated 
740, 830, 098 
854, 578, 723 
(d) Inventory and work in progress under cost- 
type contract 380, 128, 000 
(e) Property on which progress payments have 
i * 2, 360, 389, 425 
II. Government-owned rental housing 82, 938, 979 
III. Constituent parts of Navy shore activities devoted to 
any industrial or commercial use 1, 111, 989, 050 


Sec. 5 totals 8, 539, 226, 628 


Sec. 8. (a) Transitional payments in lieu of taxes for certain 
Federal real property acquired since July 1, 1946 14, 554, 458 


Secs. 4, 5, 8 totals 9, 442, 090, 676 


1 Figure represents estimated reproduction cost. 
2 Progress payments as of Dec. 31, 1955. 
v 


Senator Humrnrey. That $3.3 billion figure, does that include your 
industrial and ‘commercial, as well as your real estate ? 

Commander Marsu. Yes, after running all the real estate and im- 
provements of the Navy which fit in S. 2390, which fit in the indus- 
trial and commercial use parts. 

Senator Humrenrey. We appreciate your assistance in furnishing 
the statistieal information that we requested. I know these com- 
pilations have involved a great deal of work, but there is no way we 
can proceed intelligently on this matter unless we have this informa- 
tion. 

We do not want to act favorably on a bill here concerning which no 
one has any idea as to what the cost estimates will be, because the first 
question which will be asked in the Senate is, “How much does it cost ?” 

Mr. Sprague, do you or your associates have anything more that you 
would like to offer to the committee ? 

Mr. Spracur. Sir, I am not sure whether one of the Air Force 
representatives wants to address himself to the problems raised spe- 
cifeally by Mr. Vermilya. 


STATEMENT OF MAJ. KENNETH DUCAT, DIRECTORATE OF PRO- 
CUREMENT AND PRODUCTION, DEPARTMENT OF THE AIR FORCE 


Major Ducat. Maj. Kenneth Ducat, directorate of procurement and 
production, Air Force Headquarters. 

The question was raised by Mr. Vermilya with respect to our Air 
Force plant No. 43 at Stratford, Conn., particularly with regard to the 
commercial work that has been performed at that facility. 

I have a tabulation of the work that was performed by that company 
on a rental charge basis for the period of 1953 through July 31, 1955. 
It totals $1,286,001. 
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This was approximately seven-tenths of 1 percent of the total pro- 
duction from that facility. 

All of this work was done on a charge-for-rental basis. A renta! 
payment was paid for use of the facilities as was permitted by the 
contract with the operator of the plant, Bridgeport-Lycoming. 

A large part of the work, however, was actually in support of the 
defense activity of the country. This plant is the only plant which 
produces the R-1820 engine. The plant was established for that 
purpose at the outset of the Korean war, when it was desirable to re- 
move that production from the facilities of Wright Aeronautical Corp. 
at Woodridge, N. J. The Woodridge plant was thereby made avail- 
able for the production of jet engines. 

This is the only place where the R-1820 engines can be procured, 
and the small amount of commercial work that is engaged in at that 
plant is generally to accommodate those customers who are desirous 
of obtaining this type of engine. 

I have a breakdown of those orders, if the committee desires it. 
The total however, of $1,286,001 amounts to seven-tenths of 1 percent 
of the production. 

Senator Humpnrey. As I understand it, your point is that the 
amount of civilian production, or production which was not directly 
related to the military, is rather insignificant ? 

Major Ducat. Yes, sir. 

Senator Humpurey. And that also, as far as the Air Force was 
concerned, you were paid rental for the machines that were used ? 

Major Ducat. Yes, sir; for the commercial use. 

Senator Humpnrey. And, thirdly, that the engine produced at this 
plant was also needed by some commercial users; is that correct? 

Major Ducat. Yes, sir; to a small extent. 

Senator Humpnrey. And is that what this seven-tenths of 1 per- 
cent refers to? 

Major Ducat. In part. There was also some production of auto- 
motive parts for General Motors in 1953. That was as a result of the 
fire at Livonia that Mayor Porter had mentioned. That work ex- 
tended only for about 6 months. It was in the public interest, of 
course, to keep large segments of the population from being out of 
work. It was an emergency situation, simply to take care of the fire. 

There was some other production for Fairchild as a second tier sub- 
contractor, which was done under a prime contract which did not per- 
mit rent-free use of the facilities. There, again, it was defense work, 
but it was a type of contract under which they paid a rental for the 
use of the facility, and it is included in this total figure. 

Other than that, the majority of the work was for the production of 
these same engines. 

Senator Humrurey. Do you make any payment in lieu of taxes at 
all to the city of Stratford from this plant! 

Major Ducat. I am not qualified to answer that question, sir. 
I understand that——- 

Mr. Van Cteve. No, sir; no payments are authorized by law 
except—— 

Major Ducat (continuing). There is a part—— 
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STATEMENT OF JOHN ANDERSON, DIRECTORATE, PROCUREMENT 
AND PRODUCTION, OFFICE OF THE DEPUTY CHIEF OF STAFF, 
MATERIEL, DEPARTMENT OF THE AIR FORCE 


Mr. Anperson. John Anderson, from the directorate of procure- 
ment and production, and Deputy Chief of Staff, Materiel, Head- 
quarters USAF. 

There is a small portion of that property up there, I think it is 
about 6 acres, that is subject to payments in lieu of taxes under Public 
Law 388. 

Senator Humpnrey. What type of property is that? Is it just real 
estate and parking lots? 

Mr. ANDERSON. Yes, sir. 

Senator Humeurey. This situation appears to demonstrate the 
problem very clearly. You have part of an installation which is sub- 
ject to Public Law 388. You have a large plant, and, as far as the Air 
Force is concerned, when you let the contractor use the machines 
which are not related directly to defense production, they have to pay 
a rental fee. Is that not correct? 

Major Ducat. Yes, sir. 

Senator Humrurey. The community says, “Why do you stop there? 
Why don’t you pay us a fee, too? 

Major Ducat. That, as I understand it, is Mr. Vermilya’s com- 
plaint. 

Senator Humrurey. I want to thank you very much. We appre- 
ciate the information you have given us. 

We will be in touch with your office, and the respective services 
under the Department of Defense, to assist us in developing an 
appropriate bill. 

Mr. Spracur. Yes, sir. If Mr. Nobleman will get in touch with 
Mr. Van Cleve, he can coordinate with the services, and we will be 
glad to help you any way we can. 

Senator Humpnrery. I have suggested to Mr. Nobleman that we 
set up a task force immediately after these hearings, with the re- 
spective governmental agencies and some of the interested groups, 
such as the National Association of County Officials, and the Ameri- 
can Municipal Association, to see if we cannot agree on a draft pro- 
posal which does not go as far as these bills go. 

_ These bills which are now before us form the basis of open discus- 
sion. 

We will obtain a draft bill, and discuss it with members of the 
committee in executive session. Then, we may ask some of you gen- 
tlemen to return here to reevaluate what we have drafted, and to de- 
termine our next move. 

When we are through with these hearings today, it is my intention 
to proceed forthwith on this matter, because we want to get something 
done. 

Thank you very much. 

Mr. Spracur. Thank you, sir. 

Senator Humpnrey. Mr. Eddy, I am going to ask you if you will 
defer your testimony for a few moments, so that we may hear from 
Representative McDonough, from the 15th District of California. 

Senator Humpnurey. I know Mr. McDonough, that you have a deep 
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interest in the subject matter of our hearings, and we are delighted to 
have you here. 


STATEMENT OF HON. GORDON L. McDONOUGH, A REPRESENTATIVE 
IN CONGRESS FROM THE 15TH DISTRICT OF CALIFORNIA 


Senator Humpnrey. You may proceed. 
the opportunity to say what you desire. 

Forgive me for having delayed you. 

Mr. McDonoveu. That is perfectly all right. I realize that the 
time is late, and I am not going to burden the committee with any 
extended statement on these bills. 

I am sure you have quite a thorough knowledge of the importance 
of this type of legislation. From experience, I have been on both 
sides of the table on this question. Before coming to Congress, I was 
a member of the Los Angeles County Board of Supervisors, and sat 
as a member of the board of equalization when we had to equalize assess- 
ments in order to set up a budget, and we heard the protests on the 
part of the various departments of the Federal Government, saying 
they did not want or should not be obligated to pay taxes on real or 
personal property in the county. 

But under the law of the State of California, all property must be 
assessed, and they have paid under protest to the county of Los Angeles 
alone, $15 million, which is held in trust until it is validated by some 
legislation of the Congress. 

Senator Humrurey. I did not know that. 

Mr. McDonovan. Yes. 

Senator Humpurey. In other words, the Department of Defense 
has been required to pay taxes under the law of your State ? 

Mr. McDonoveu. Oh, yes. All property in the State of California, 
regardless of who owns it, must pay taxes. 

Senator Humrurey. Is this just real estate, or does it include im- 
provements as well ? 

Mr. McDonoveu. It includes personal property. 

Senator Humpurey. You really do have a law. [Laughter. | 

Mr. McDonoueu. Well, southern California, Los Angeles County 
in particular, is suffering from the tremendous burden of tax-exempt 
personal and real property of the Federal Government. Of course, 


that does not apply to forest areas, to national monuments, or anything 
of that sort. 


Senator Humpurey. We understand that. 

Mr. McDonovucu. But for Government-owned in Los Angeles 
County—now, this is only 1 county of the State—there is more than 
$460 million of tax-exempt tangible personal property owned. by, the 
Federal Government. 

And, as I said before, we have insisted upon the payment of taxes 
on inventories and personal property in process of manufacture, to 
the extent that we have collected, as I said, $15 million; and that we 
are holding until it is validated. 

Senator Humrurey. In other words, the tax that you levy is upon 
personal property ? 

r. McDonoveu. That is right. 

Senator Humrurey. Not upon the real property ? 
Mr. McDonoveu. Not real property; that is right. 


We want to afford you 
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Senator Humpnrey. In other words, you recognize the principle of 
tax immunity on real property ¢ 

Mr. McDonoveu. Oh. yes. 

Senator Humpurey. But not on personal property. 

Mr. McDonovenu. We recognize it under the existing law, but we 
want the law amended so that real property will become obligated 
for a certain proportion of that tax obligation. 

We think that because of the percentge of federally owned land in 
the State of California, which has jumped in the last 10 years from 
37 to 47 percent of all of the land in the State, there should be a 
formula bovitpedit am not specifying what it should be; it is a 
matter of study, and I am sure you are fully conscious of that. What- 
ever the obligation should be, some formula should be developed 
whereby the Federal Government will be obligated to pay a certain 
proportion of taxes for the land occupied in the State of California, 
and, of course, that exempts any public facilities such as courthouses, 
post offices, weather stations—those functions that are of general 
benefit to the public. 

I have been interested in this legislation for some time. I have 
introduced two bills in this Congress. I understand your agenda 
considers the Senate bills principally in this hearing. 

Senator Humpnurey. We also have a report on one of the House 
bills. 

Mr. McDonovuen. Yes. I noticed that one. 

Senator Humpurey. Yes. We have them on H. R. 786, H. R. 2024, 
H. R. 342 

Mr. McDonoveun. H. R. 342 is mine, and H. R. 4933. 

Senator Humpnurey. Yes. 

Mr. McDonovuen. Of course, H. R. 342 is on the real property, and 
H. R. 4933 is on personal property. 

As I say, having been interested in this legislation from the time I 
came to Congress, I think the second term I served here, in the 80th 
Congress, I introduced a bill, and have introduced one every Congress 
since. 

We have been a little slow in picking it up on the House side. I am 
very glad the Senate, and your committee especially, has seen fit to do 
something about this. We feel that we are on sound ground from the 
fact that the Commission on Intergovernmental Relations recognized 
the responsibility and recommended that something be done to place an 
obligation on the Federal Government to pay in-lieu taxes to the States 
and the counties. 

That principally is what I came to say; and in response, of course, 
to the request on the part of Los Angeles City and County officials 
and the California State Legislature, all of which have passed resolu- 
tions urging that some action be taken. 

I will file this printed statement. 

Senator Humpurey. Yes, indeed. 

Mr. Congressman, what would you think of a bill which would 
establish a Federal board, with quasijudicial powers, to make these 
payments on the basis of its findings, once we have established certain 
criteria in the law to guide that board. This would at least represent 
a beginning of a program of payments in lieu of taxes centered around 
the commercial and the industrial properties of the agencies of Govern- 
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ment, particularly the Department of Defense, as well as all others 
that are now presently making those payments. 

I want the record clear. We do not want to interrupt what already 
has been accomplished. 

Mr. McDonoveu. I think such a board would be very much in 
order, and possibly the only reasonable way to approach the question. 

The fundamental legislation should set up minimums on which it 
should consider—it should not give the board full discretion to say 
“ves” or “no,” that some State should receive in-lieu payments and 
others should not. 

I think the basic legislation should state that all should receive some, 
but the question of how much, in some cases where the burden affects 
the assessed valuation of the area to the extent that it becomes a mone- 
tary question in the tax collection of that county—those counties and 
States ought to be given special consideration. Where the Federal 
occupation in the State or the personal property does not exceed an 
amount that would seriously affect the tax revenues, that is a matter 
that the board could have discretion in, but there should be a basic 
minimum on which the board should operate. 

Senator Humpnrey. Wherever there are Federal properties? 

Mr. McDonoven. That is right. 

Senator Humpurey. A basic minimum. 

Mr. McDonovcu. On both real and personal property. 

We recognize that personal property in inventories, where a con- 
tractor—and we have a lot of them, a lot of large production in Los 
Angeles County, as you know—where a contractor with the Federal 
Government has a contract that extends over a period of 2 or 3 years, 
and immediately buys, probably at advantage in the market, certain 
raw materials to be used in the finished product, he warehouses those 
things. That is his personal property, but he claims that is Federal 
property because it is part of a Federal contract, and he seeks to be 
exempt from paying taxes on that property. The county of Los 
Angeles, under the State law of California, requires that taxes be 
paid on that property, and a lot of the $15 million we have already 
collected is on that basis. 

Senator Humpurey. And you would like to have that validated. 

Mr. McDonoveu. That is right. 

Senator Humpurey. Thank you very much, Mr. Congressman. 
I really appreciate your appearance here. 

Do you have anything else? 

Mr. McDonoveu. No. 

Senator Humpnurey. If you wish to supplement your comments 
at a later date, feel free to submit them to us. 

Thank you very much. 
(Congressman McDonough’s statement is as follows :) 


STATEMENT OF Hon. Gordon L. McDonovuaH, A REPRESENTATIVE IN ConGcress Frou 
THE 15TH DISTRICT oF CALIFORNIA, REFORE THE SENATE GOVERNMENT OPERATIONS 
COMMITTEE ON OVERALL PRosLeM or IN-Ligevu Tax ON FEDERAL PROPERTY 


Mr. McDonoveu. Mr, Chairman, the acquisition of vast land holdings in na- 
tional-forest land and military and naval bases and for the use of other agencies 
by the Federal Government is creating a serious problem in many of our States. 
The curtailment in tax revenue to the States and local governments due to these 
Government holdings which are tax free deprives them of revenue which would 
be paid on the land if it were under private ownership. 
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At the same time both State and local governments must spend thousands of 
dollars annually for the protection of life and property in many of the areas 
owned by the Government, and must maintain roads and other facilities for 
the use of people living and working on property owned by the Federal Gov- 
ernment. 

The loss of this tax revenue presents a serious situation because the property 
owners in our State must pay higher taxes on their land to compensate for the 
loss of tax revenue to the State and county on Federal Government owned lands. 
This results in curtailment of expenditure for improvements in local com- 
munities and in the counties and deprives the State of a legitimate source of 
revenue. 

In the State of California alone, the accumulation of land by the Federal 
Government has increased during a 10-year period from 37 percent to 47 percent 
of all land within the State. Federal acquisition has extended to 50 percent of 
all the land in 17 California counties. In 11 Western States it has extended 
to 47 percent, and in excess of 24 percent of the total land area of the United 
States is now owned by the Federal Government. 

Southern California, and Los Angeles County in particular, is suffering from 
the tremendous burden of tax-exempt personal and real property owned by the 
Federal Government. The tax revenue lost to the people of Los Angeles County 
due to the more than $460 million of tax exempt tangible personal property 
owned by the Federal Government prompts the question in the minds of the 
county and city governments in Los Angeles as to whether property of the Federal 
Government is becoming a burden instead of a benefit because each of these 
installations which are now tax exempt require the service of public utilities 
such as sewage disposal, highways, fire protection, police protection, health 
and educational facilities for the increased population, and many other costs 
which must be borne by the residents in the communities where federally owned 
land is located. 

I believe it is time for the Federal Government to accept its responsibility 
to compensate the States and local governments at least in part for the loss of 
tax revenue on lands and personal property that are owned by the Federal 
Government. 

I first introduced legislation to authorize payments to State and local govern- 
ments in lieu of taxes on real property and tangible personal property owned 
by the Federal Government in the 1st session of the 80th Congress. Since then 
in each Congress I have reintroduced this legislation. 

In the present 84th Congress, I have introduced two bills. The first, H. R. 
342, would establish a general policy with respect to payments to State and 
local governments on account of Federal real property and tangible personal 
property by providing for the taxation of certain Federal property and for pay- 
ments in connection with certain other Federal property. 

The second bill, H. R. 4933, deals with another phase of the overall problem 
of in-lieu tax on Federal property. This bill would permit local taxation of 
the private interest in personal property and work in process and inventories 
of material acquired by the Federal Government for military security and the 
national defense, but in the possession of contractors with the Federal Govern- 
ment. 

This provision to permit local taxation of the private interest in such property 
is of vital importance in all areas where firms are located handling Government 
contracts for military and defense purposes, and where there is a question as 
to the authority of local taxing units to levy taxes on such property. 

As an example of the scope of this problem, in Los Angeles County alone 
more than $15 million which have been paid under protest over a period of 
several years have been impounded, and these funds would be subject to refund 
unless legislation is enacted to validate these tax collections. At the same 
time under California tax law, it is the obligation and the duty of the county 
assessor to assess such property. 

In any legislation to provide a solution of the overall problem of in-lieu 
tax on Federal property, it is essential that a provision be included to permit 
local taxation of the private interest in personal property and work in process 
and inventories of material by the Federal Government in possession of con- 
tractors who are producing products to be used for military security or in the 
national defense. 

It is of the utmost importance that action be taken without further delay to 
provide a solution to this problem, and to provide compensation to State and 
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local governments for tax loss on personal and real property owned by the Fed- 
eral Government. 

The need for such relief was recognized by the Commission on Intergovern- 
mental Relations in its report to the Congress last year. In the Commission’s 
recommendations was included the following under the title of “Payments in 
Lieu of Taxes” : 

“The Commission recommends that the National Government inaugurate a 
broad system of payments in lieu of property taxes to State and local govern- 
ments. The most important class of properties on which such payments should 
be made is commercial or industrial properties. Special assessment payments 
and transitional payments in lieu of taxes should be made in certain cases. 

“The Commission believes that these payments are necessary to help preserve 
financially healthy local governments. The States and the National Govern- 
ment share in the responsibility for avoiding actions which impair the financial 
ability of local governments. Equity as between Federal and local taxpayers 
requires the National Government to make appropriate payments. These should 
be based largely on the property tax sytsem, which is the main source of local 
revenue.” 

There is no question that legislation should be enacted to establish payments 
to State and local governments in lieu of taxes on real and personal property 
owned by the Federal Government. And for the reasons I have stated, I am sure 
the members of the committee will agree that such legislation should include a 
provision for local taxation of personal property, inventories, and work in process 
of plants engaged in certain Government contracts. 

I sincerely urge favorable consideration by this committee of legislation to 
establish this program for Federal payments in lieu of taxes. 


Senator Humpnrey. Mr. Eddy? 


STATEMENT OF ARTHUR C. EDDY, COUNTY ASSESSOR, SAN DIEGO 
COUNTY, CALIF. 


Mr. Eppy. Mr. Chairman, I should like to file this written statement 
I have as part of the record, and then, if I may, please, just pick up a 
couple of highlights on the problem. 

Senator Humenreyr. Please do. 

Mr. Eppy. Now, the problem that Congressman McDonough just 
spoke on, the work in progress payments, we have a sixth-class city 
in our county of San Diego which has over $300,000 taxes of this 
protested payment that is now under litigation. 

The thing that I feel quite concerned about is that the private com- 
pany is in the middle of litigation, between the Federal and local 
governments. In other words, the Federal Government has said, 
“We ask you or we direct you to contest the payment of this tax to 
the local jurisdiction.” 

I think that is an untenable position for a private citizen to be in, be- 
tween two Government agencies. I think it should be worked out in 
conference between affected officials. 

It is costly to the Federal Government and to the local govern- 
ment, and especially to the private individual, and I do want to empha- 
size the point that the Congressman made, that the area that we are 
assessing or attempting to assess is where the contract has not been paid. 
In other words, any portion of the contract that has been paid by 
the Federal Government, we are eliminating from our local assessment 
pieture, and then it is the area that has not been paid on, or has not 
been paid under work on contractual agreements, is the area we are 
assessing. 

I think another point that I want to make is on some of this prop- 
erty that is affected, possibly, by Public Law 388, which is this: That: 
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the Federal Government in my county has taken a large portion of 
Plancor 20 or Convair that was held by the Reconstruction Finance 
Corporation, and then War Assets and Defense Plant Corporation was 
the original holder, an assessable agency, and so became subject pos- 
sibly to tax under Public Law 388. 

The Federal Government is now in the process of condemning that 
property. ‘They also have asked our board of supervisors to cancel a 
tax amounting to $360,000 in back taxes already paid on these proper- 
ties. 

Those are moneys we have counted on in our government for local 
operations for this year. It is permissive; it is “may” and not “shall,” 
as far as our wording in the California tax statutes is concerned, but 
this is an amount that is already being used or is being counted on by 
local government for help in this area. 

I would like to point out we have had brought up many times that 
there are certain great aids, and we need this Federal spending, that 
it is the lifeblood of our economy. 

But at the same time, as my statement has pointed out, in the per 
capita tax in California, and we have had some very reputable author- 
ities make findings, that out of $662 of taxes paid per capita, $460 
comes back to the Federal Government in the form of taxes, $113 to 
the State government, and $89 to our local governing boards. So 
Uncle Sam is still getting their fair share of the burden out of any 
tax dollars paid. 

Under the Soldiers and Sailors Civil Relief Act in the various areas 
throughout the country that have many of these Federal installations 
and defense installations, the serviceman is exempt from paying local 
property taxes by Federal mandate. He can even get a rebate and an 
interest payment if he should pay incorrectly on that, up to 3 years. 

I think it is important to point out that under the Lanham Act, 
we have had a formula of paying of in-lieu taxes in the past on housing 
projects which were based on evaluation by the local assessor, and I 
would like to say at this point that the Federal Government properties 
are assessed the same as we would assess other property. 

I would also like to say that the Federal Government takes the 
same attitude as a private taxpayer; in other words, we do have a 
common meeting ground with the Federal Government as we do with 
local taxpayers, inasmuch as if our assessment is too high, the Federal 
(sovernment does a pretty good job of protecting itself by sending out 
pretty good representatives to contest our valuations. 

I am very interested in these figures given to you by the various 
representatives of the Defense Department, as far as their valuation 
is concerned. I am just wondering if I would get the same figure in 
my office, as far as the valuation on the holdings, if they were declaring 
them in the way of a taxable item, because we have certain differences 
of opinion as far as the valuation on these Lanham Act properties, and 
that is a normal approach to my office, I have found. 

I think it is important to note that at no time will we be making 
any kind of a different assessment if we can arrive at this formula 
of giving some kind of tax relief. I think a good formula could be 
used where something has been an integral part of our tax base and 
has been taken over by the Federal Government for the enlargement of 
some of their holdings, and we have had that as a part of our base, 
that that might eliminate this possible windfall to some area. 
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I think the important thing, and the thing that is gratifying to many 
of us, is the fact there is such an interest being taken by your commit- 
tee, and especially in this field, because we do have many hardship 
areas. 

How we can define this term “hardship” is very hard for me to find. 
If we had a 1950 cutoff date, as was suggested yesterday, my county 
San Diego County, where 54 percent of the assessable area is owned 
by the Government, would not have one property that would get any 
help at all under a 1950 cutoff date; and I think that is important to 
keep in mind. 

Reantox Humrurey. Would you be any better off with a 1946 cutoff 
date ? 

Mr. Eppy. 1946, we would not be helped much more, either. In 
other words, we are still interested in this 1939 that the Kestnbaum 
Commission recommended. Now, there again, there are many in- 
stallations which would not fall under the return to us, and I am not 
asking you for that. 

Senator Humpurey. What would your situation be if you had a 
formula like the TVA has, namely, that your payment in lieu of taxes 
would be equal to the ad valorem tax col seted, on the property before 
the Federal Government acquired it? 

What is the situation with respect to the housing at the ranch men- 
tioned in your testimony ? 

Mr. Eppy. I am awfully glad that was brought up, because here 
is one thing I do want to bring in on that Santa Margarita Ranch. 

The Federal Government, at the present time, has more than paid 
for the original capital outlay investment in acquiring this property— 
what is now Camp Pendleton—in rentals received from tenants; but 
still, San Diego County has not been able to get any tax collection, 
even under our possessory interest, because of the short period. 

Now, we moullavt very definite help on a 1939 cutoff date. It would 
be some 9 percent aid to our local county. 

If we took that same amount of property taken off in 1939, and 
give the enhancement to value—and I don’t especially say that is theo- 
retical enhancement to value, I mean, it is an actual enhancement to 
value—the value of the holdings taken off since 1939 would be about 
20 percent of our tax base; that would be with the actual enhancement 
to value. But about 9 percent of our assessable area in San Diego 
County would fall in there without this enhancement to value, under 
the TVA formula, and I think that would be a starting point. 

Senator Humpurey. You have a very difficult situation there, be- 
cause there is an old, established base in San Diego itself. You have 
your prepertiee that were built primarily during World War II, and 
shortly before ; isn’t that correct ? 

Mr. Eppy. Yes, sir. 

Senator Humpurey. And a cutoff date which started in 1950 would, 
as you say, give you no relief. 

r. Eppy. That is correct, sir. Public Law 388 gives us some 

temporary relief until January 1, 1958. 

Senator Humpurey. And your federally impacted school areas, or 
our areas affected by Federal impact, you get some help under that 
aw ; do you not? 

Mr. Eppy. Yes; I think itis Public Law 374. 

Senator Humrurey. It is 874. 
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Mr. Eppy. That formula is one-third, one-third, and so on. 

Senator Humpurey. That is my bill. I have been trying to help 
your district. 

’ Mr. Eppy. I wish you would get that for general county and city aid. 
That would be a good formula there, something of that nature. 

Senator Humpurey. What do the military say to you when you 
pose these problems to them? They live with you, they are part of 
the community, they must sense the gravity of this problem. 

I know when you have got 50 percent or 54 percent of your total 
taxable area federalized, you are in tough shape. 

Mr. Eppy. This is a prepee that, again, the local authorities have 
been very cognizant of. In some of our cases we got a very good 
hearing before the Defense Department ; a year ago, Governor Brucker, 
then General Counsel, was fine. But I think we have just started to 
work out some of our problems. 

We had several cases that were in litigation. We have had one 
settled since that time. 

In some of our cases, I think we were wrong; in some I think we 
were right. And I think it is a matter that we have not been able to 
work out at a local level, because it is still a matter of national policy 
as to whether payments are going to be made. 

In some of these contractual cases that Congressman McDonough 
pointed out, we have in the past been receiving some payments in 
these gray areas, or these areas of litigation now, in the past. 

When that was found out by the Federal Government, they ordered 
the local contract holder, the agency or the company, to ask for a 
refund or a cancellation of those taxes. And actually, by this action 
we have lost some tax base. 

But the local people are not in a position to make a statement on 
that. They roel like to help us, but that is a Federal policy. 

Senator Humpnrey. It is a policy matter to be decided at the 
highest level. 

Mr. Eddy, do you have anything else ? 

Mr. Eppy. No. I just appreciate the help that we have been given. 
I do think it is very important that this has been going on now for 
about 15 years, and I think the fact that your committee realizes the 
importance of this, and I think it is something that, again, the dif- 
ferent levels of Government somehow have got to work out where the 
private individual is not between governmental agencies in litigation. 
I just can’t condone that situation. 

Senator Humpnrey. I concur with you. I think that this whole 
problem of revenue jurisdictions between Federal, State, and local 
government, is of primary importance. 

And as the Federal Government grows, particularly, the Defense 
Establishment, something has got to be done. 

Mr. Eppy. Senator, I would like tosay onething. I wish we could— 
the record could be left open so that our National Association of 
County Officials could augment the record by some statements. 

I would like to give some information from a capitalization stand- 
point on this 2 percent figure that Mr. Sprague pointed out was not an 
intone figure, and not set, but I would like to give some information 
on that. 

(Nore.—In this connection, see last paragraph of suppleménta! 
statement submitted by Mr. Keith Seigmiller, p. 381.) 
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Senator Humpurey. We will keep the record open for a number of 
days. Wealways welcome additional information. 

Mr. Eppy. Thank you. 

Senator Humpnrey. Thank you very much, Mr. Eddy. 

(Mr. Eddy’s statement is as follows :) 


STATEMENT OF ARTHUR C. Eppy, County Assessor, SAN Dinco County, Catir. 


Gentlemen, every level of government is, at the present time, confronted with 
increasing tax problems. It is more and more important that government of. 
ficials at every level cooperate more closely to do the best job possible in this 
important area of government. 

Those of us in local government feel that we are in closer touch with the tax 
paying public than officials of other governmental levels. People can and do 
come to our offices and present their problems personally and orally. The great 
mass of the voting and tax paying public is still the most poorly organized 
and the most poorly represented, with respect to presentation of a statement of 
their needs. On the other hand, special business groups and other types of 
organizations can get together and hire special representatives to present their 
specific problems to the legislative committees. 

It may seem incongruous for an assessor to be representing the taxpayer but, 
again, my profession is in an especially advantageous position to understand 
the ramifications and to aid in developing an equitable solution to this com- 
plex problem. May I reaffirm the statement made at prior committee hearings, 
that the assessors of the Nation stand ready to assist in preparing a formula 
under which Federal funds may be distributed equitably to areas burdened 
by large Federal holdings. In order to arrive at such a formula, we assessors are 
also ready to furnish any valuation or appraisal data which might be necessary. 

In my own county we cannot overestimate the importance of Federal spend- 
ing as the “life blood’”’ of our local economy. The important thing to emphasize 
to this committee is that this spending does not represent aid to local tax 
economy in the full amount as do private property owners. When private 
business comes into a community the benefits are reflected in all aspects of 
local economy such as salaries paid to the employees as well as the additional 
tax base in all categories of taxable property. When the Federal Government 
builds an installation in a community, land area from the local tax base is lost 
and then the installation, personal property, improvements, etc., are exempt 
from local taxation. In many cases the employees are allowed to live in Fed- 
eral housing which is also exempt from local taxation. The school and local 
government tax burden are increased while the tax base is narrowed. 

It has been found that out of a per capita tax of $662 per year, local govern- 
ment receives $89; State government, $113, and $460 goes back to the Federal 
Government in tax payments. With so many governmental installations in a 
local jurisdiction a disproportionate share of the defense costs of the Nation 
falls on the local homeowner and businessman. More and more, the exemption 
of holdings of the Federal Government is the trend, whether it be in the military, 
general government operations or in defense spending from local taxation even 
though the property exempted is in the actual field of competition with private 
industry. Private taxpayers are finding themselves in the untenable position 
of the pawn in the toils of intergovernmental litigation over the question of 
taxability of different classes of property. Some examples of inequity as granted 
by Federal Government ownership are: 

Example I: It has taken nearly 5 years of litigation to establish the right 
of local taxation of the title VIII Wherry housing projects in California, the 
State supreme court having just clarified this question in a recent unanimous 
court decision. 

Example II: The problem of a large Wherry project being built in the corporate 
limits of the city of San Diego with the direct route to the working areas for 
these people being through a sixth-class city that receives no tax benefits from 
the holdings. Traffic counts show an increase from October 1954 and October 
1955 in the following numbers: 4,100 to 6,300 on one street, 5,700 to 7,400 on an- 
other street, and during a 24-hour period, 1,860 to 4,268, 

This small sixth-class city, through their city manager, attempted to. get 
some kind of Federal aid to rehabilitate these highways that were used during 
the building of this project and now are the ingress and egress roads to the proj- 
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ect. Federal aid for upkeep and repair on these roads was turned down by 
the defense authorities after careful consideration of the problem. 

Example III: “The amount of tax payments under protest in the fleld of Gov- 
ernment contracts held by private industry.” There is urgent need for clari- 
fication of this problem to eliminate the situation of the private taxpayer being 
in the middle of a controversy involving two levels of government. At the 
present time, there has been many years of litigation over the taxability of 
work-in-progress inventories held by private concerns making a defense product 
for the Federal Government. One sixth-class city and a school district in San 
Diego County now have taxpayments totaling over $300,000 awaiting some 
kind of settlement in this field of contested taxation. Settlement of this prob- 
lem must be made quickly to eliminate the possible unbearable tax burden on 
these districts in case of an unfavorable court decision against the local com- 
munity. 

Example IV: The property known as Plancor 20, formerly a part of Convair 
in San Diego. This plant was owned by a private individual by purchase from 
the War Assets Administration. To promote the needs of national defense this 
property was taken by the Federal Government in condemnation proceedings 
which reduced the local tax base by some $3 million assessed valuation. Again 
there was no provision made for replacement of this loss of revenue to local 
government. Attorneys for the Federal Government just this past week asked 
for a cancellation of the $349,912 of taxes levied against the private owner of 
this plant for this current year. At the time the budgets were made, the 
schools and the city and county were depending on this levy to carry out their 
operations for the year. This amount of revenue represents approximately 4 
cents of the combined tax rate in the city of San Diego and no provision is made 
for the replacement of this lost revenue. 

At the present time, because of the heavy Government ownership, San Diego 
residents are paying from 20 to 22 percent more in local taxes. It is felt that 
when an installation is an integral part of the national defense program that 
this cost should fall on the Nation as a whole and not just on the citizens in 
the area of the installation. 

In San Diego, as well as in many other areas in the country, there is much 
land that could be released by a Federal agency and returned to the local tax 
rolls. In San Diego County especially, we have what could be some of the finest, 
high class residential property under Federal Government ownership that is 
not being used by any branch of the service and would help to alleviate the 
present problem of narrow local tax base. 

At the present time, we find 55 percent of the assessable area of San Diego 
County exempt from local taxation because of governmental ownership. There 
is an evercontinuing demand for more holdings in local areas by superior branches 
of Government. When these holdings are removed from the assessment rolls, 
there is nothing to replace the lost tax base to aid local government and tax- 
payers. As a result, the tax burden on the local businessman and homeowner 
is nearing the breaking point. One of the most glaring examples of this burden 
is the Camp Pendleton Marine Base that was formerly the Santa Margarita 
Ranch in private ownership. When this ranch was taken off the local tax 
roll, the tax base for 5 school districts was reduced from 30 to 80 percent of its 
former value. At the present time, the federal Government has more than paid 
for the original capital outlay investment in acquiring this property in rentals 
received from tenants, while the local jurisdictions have not received any tax 
benefits because of the short duration permits to the lessees on this Government 
land. 

The problem before this committee, at the present time, is one that-has been 
discussed, investigated, surveyed and studied for nearly 15 years. We ap- 
parently are no nearer a solution now than then. This is not a partisan pro- 
gram but 1s something that must be faced by all Government officials and a 
solution presented in order to retain the confidence of our citizenry in govern- 
mental procedures. Nothing would inspire more confidence than for representa- 
tive from the several levels of government to work out a solution by conference 
and quick action to this problem which has now become a common problem to 
all sections of the country. 

Thank you. 


_Senator Humpnrey. I have for insertion in the record a lefter 
signed by Mr. John C. Williamson, director of the National Associa- 
tion of Real Estate Boards, enclosing a statement by John W. Bates, 
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Jr., Richmond, Va., chairman, Realtors’ Washington Committee, 
National Association of Real Estate Boards. These may be made a 
part of the record. 

(The letter and statement referred to is as follows :) 


NATIONAL ASSOCIATION OF REAL EsTATE BOARDS, 
Washington 6, D. C., April 20, 1956. 
Hon JoHN L, McCLELLAN, 
Senate Office Building, Washington, D. OC. 


Dear SENATOR McCLeELLAN. I am enclosing herewith a statement by Mr. John 
W. Bates, Jr., of Richmond, Va., chairman of the Realtors’ Washington Commit- 
tee of the National Association of Real Estate Boards, endorsing legislation pro- 
viding for the local taxation, or payments in lieu of taxation, on certain federally 
owned real estate. I understand that this legislation is the subject of hearings 
currently underway by the Committee on Government Operations. 

We would greatly appreciate your consideration of this statement and your 
making it a part of the record of your current hearings. 

We are hopeful that your committee will favorably report legislation on this 
subject which is so important to the fiscal soundness of so many of our local 
communities. 

Very truly yours, 
JoHn C. Wrrx1AMso0N, Director. 


STATEMENT OF JoHN W. Bates, Jr., RicHMOND, VA., CHAIRMAN, REALTORS’ WaAsH- 
INGTON COMMITTEE, NATIONAL ASSOCIATION OF REAL ESTAaTe Boarps, In REGARD 
TO LEGISLATION PROVIDING FOR THE TAXATION By LocAL TaxING UNITS, OR Pay- 
MENTs IN LigvU or TAXATION, ON CERTAIN FEDERALLY-OWNED REAL ESTATE 


Mr. Chairman and members of the committee, I am John W. Bates, Jr., of 
Richmond, Va., chairman of the Realtors’ Washington Committee of the Na- 
tional Association of Real Bstate Boards. I am engaged in the general real 
estate business in Richmond. 

The National Association of Real Estate Boards consists of more than 57,000 
realtors in more than 1,200 local real-estate boards, representing every State 
in the Union, the largest real estate trade organization in the United States. 

On behalf of the more than 57,000 realtors in our association, I appreciate this 
opportunity to present our views on a subject which has occupied the attention 
of our national conventions for many years. I am referring to the growing 
erosion of the tax cases of local governments by the increasing acquisition by 
the Federal Government of various types of real property which has operated to 
remove such property from the local tax rolls. Invariably, the effect of such 
exemption has been a shifting of the tax burden to homeowners and other real 
property owners. Because real property is already the major source of local 
revenue, and the Federal Government has preempted most of the other sources 
of revenue, local governments facing serious financial difficulties inevitably look 
to Washington for financial aid in the solution of local problems. 

Our association was pleased to note that the Commission on Intergovernmental 
Relations in its June 1955 report to the President on payments in lieu of taxes 
and shared revenues recommended the local taxation, or payments in lieu of 
taxation, on certain types of federally owned real estate. These recommenda- 
tions are contained in 8. 1657 by Mr. Bush and 8. 2390 by Mr. Knowland, both 
of which bills are pending before this committee. We believe also that the 
recommendation of the Intergovernmental Relations Commission represents an 
appropriate vehicle for the accomplishment of the long-sought objective of 
Messrs. Humphrey, Kuchel, and Goldwater in their bill, 8. 1566. 

The Commission’s recommendations, in our opinion, are sound and reflect an 
appreciation of the multitude of problems which must be resolved in this area. 
The several exceptions to the recommended local taxing formula, such as prop- 
erty used or held primarily for services to the local public, military, and naval 
installations (not engaged in industrial or commercial activities), stocks of 
strategie and critical materials, etc. (all of which would remain tax exempt), 
underscore the painstaking steps taken by the Commission on Intergovern- 
mental Relations in shaping the recommendations which mean so much to the 
financial well being of local communities. 

The Commission’s recommendation, if enacted by the Congress, would bring 
into being a national uniform policy in an area now characterized by a piece- 
meal approach. The committee is aware that Congress has already consented 
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to the taxation of property of various Federal instrumentalities which property, 
without such consent, would have been wholly exempt from State and local prop- 
erty taxes. In other cases the tax exempt status changes as title is trans- 
ferred from one Federal agency to another, a system obviously not calculated 
to produce a sound fiscal program by the local governments involved. 

We cannot hope to match the persuasive data summoned by the Intergovern- 
mental Relations Commission in support of its conclusion that such taxation or 
in-lieu payments “will promote the financial integrity and independence of 
local governments and at the same time safeguard Federal finances, thus strength- 
ening our whole Federal system.” However, we are able to draw upon our 
many years of experience in real estate matters, particularly urban renewal, and 
the mounting evidence deduced therefrom of ills which could be partially al- 
leviated by legislation such as this committee is considering today. 

During the past 20 years we have all witnessed the growing dependence of 
local government on the Federal system for the solution of problems which are 
essentially local. It is as though our constitutional system were reversed, with 
local governments having limited powers (because of their limited means) and 
the vast reservoir of powers and money vested in the Federal Government. 

Nowhere is this more evident than in the field of urban renewal with its costly 
constituent programs of slum clearance and urban redevelopment. Recently, I 
had the honor of testifying before the Senate Housing Subcommittee which was 
considering, among other matters, an increase from the present $1 billion to 
$2 billion in the Federal capital grant authorization for slum clearance and urban 
redevelopment, and a proposal to eliminate the present local cash contribution of 
one-third of the net project eost. The reasons advanced in support of such pro- 
posals were that local governments are not financially able to meet the costs of 
urban renewal. 

A glaring example of this growing local dependence on the Federal system is 
the fact that the bonds of local public housing authorities, issued to finance these 
projects, are apparently unmarketable, notwithstanding their Federal tax exemp- 
tion, without being secured by contracts solemnly pledging the credit of the 
United States to their refunding. 

The Federal taxpayers are already committed to spend untold billions for 
many years in the field of public housing and other programs without requiring 
more than a modicum of local government participation in the form of minimum 
health, sanitation, and safety housing code enforcement. Thus more slums will 
be created than could possibly be removed by the Federal capital grant method 
because local governments, it is contended, are unable to afford adequate inspec- 
tion and enforcement personnel, or to provide the modest welfare payments for 
needy persons temporarily displaced by demolition of slum dwellings. A broader 
local tax base will make the communities more self-reliant in these essentially 
local problems. 

We respectfully submit that unless the Congress takes some step to stem the 
flow of taxation from the people or, in lieu thereof, to compensate local govern- 
ments for taxes lost through removal of property from the assessment rolls, it 
will not be long before local governments lose what little independence they now 
have from the Federal Treasury, and their officials be left with only the minis- 
terial responsibility of disbursing the Federal largesse. 

We strongly urge that the committee report favorably legislation incorporating 
the formula advanced by the Commission on Intergovernmental Relations which 
we sincerely believe to be reasonable and well calculated to “shore up” the 
financial foundations of States, counties, cities, school districts, and other bodies 
dependent upon revenues in the form of taxes on real property. 


Senator Humpnrey. I will hold the record open for any further 
statements that may come in or which may have been filed with the 
committee but have not yet been placed in the record. We will keep 
the record open for at least 2 weeks. 

The committee desires statements. Telegrams and short messages 
will be inserted in office files for reference, but will not be inserted in 
the printed record. This concludes the hearings. 

(Whereupon, at 1 p. m., the committee adjourned. ) 


69937—56—pt. 2——-16 
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(The following are representative communications dealing with the 
subject of Federal payments in lieu of taxes to local governments, and 
are included in the hearings at this point :) 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
LEGISLATIVE DEPARTMENT, 
Washington 6, D. C., April 19, 1956. 
Hon. Jonn L. McCLecian, 
Chairman, Senate Committee on Government Operations, 
Washington 25, D. C. 


Dear Senator MoCLettan: The Chamber of Commerce of the United States 
supports the general principles of S. 1566, S. 1657, and S. 2390, which would 
provide for payments to State and local governments in lieu of taxes with respect 
to certain Federal property. S. 2890 is the most comprehensive of these bills 
and we recommend that it be approved with certain amendments. 

The chamber believes that while payments of Federal funds in lieu of taxes are 
a poor substitute for private ownership, the Congress should provide for the 
extension of such payments to all Federal properties which are in competition 
with private enterprise and in amounts which are comparable to taxes on similar 
privately held properties. 

S. 2390 is a step in this direction, although it would not apply to Federal 
lands which were a part of the original public domain but would apply only to 
certain lands which have been acquired by the Federal Government after Sep- 
tember 8, 1939. 

The chamber, therefore, recommends that S. 2390 be amended so that the 
provisions will apply to public domain lands and to acquired lands regardless 
of the date at which they were acquired. 

Section 6 (c) of S. 2390 exempts from payments in lieu of taxes Federal prop- 
erties devoted to certain uses which are not in competition with private enter- 
prise. The national chamber is in favor of these exemptions, provided that the 
properties are being actively used for these purposes. We recommend, however, 
that section 6 (c) be amended to provide that if the properties are not devoted 
to these uses for at least 3 months in the taxable year, the exemptions shall not 


apply. 

Sertion 7 of S. 2390 provides that if the payments in lieu of taxes on Federal 
lands made to any State tax authority exceeds the taxes paid to that State 
authority on non-Federal properties, so as to confer upon such authority “un- 
warranted benefit contrary to the interest of the taxpayers of the United States,” 
the Federal payments in lieu of taxes are to be reduced accordingly. There are 
many countries, mostly in the West, in which the land under Federal ownership 
exceeds that under private ownership, and in some of these the payments which 
would be made by the Federal Government under 8. 2390 might exceed the 
taxes on privatelands. If this should be the case, the chamber can see no reason 
why these Federal payments “would confer an unwarranted benefit,” and we 
recommend that S. 2390 be amended to delete section 7. 

In summary, the Chamber of Commerce of the United States urges your com- 
mittee to favorably report 8. 2390 to provide for payments to State and local 
governments in lieu of taxes with respect to certain Federal property, with 
amendments to make the legislation apply to all Federal lands which are in any 
way in competition with private enterprise, regardless of when they were ac- 
quired or whether or not they were once a part of the public domain. 

We request that this letter be made a part of the record of the hearings. 

Cordially yours, 


CLARENCE R. MILEs, 


AMERICAN FARM BUREAU FEDERATION, 
Washington, D. C., April 24, 1956. 


Re hearings on following bills; 8. 826, 8. 1566, S. 1657, 8. 2100, S. 2390, S. 2754, 
8. 3534. 
Hon. Joun L. McCLeLian, 
Chairman, Senate Committee on Government Operations, 
Washington, D.C. 
DeaR SENATOR McCLELLAN: The foregoing list of bills dealing with taxation 
by State and local tax authorities of certain Federal property deals with a con- 
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dition which has been the subject of a resolution of the American Farm Bureau 
Federation. 

The resolution adopted last year is as follows: 

“The Federal Government should declare a definite public policy with regard 
to replacing taxes lost to local governments through the acquisition of property 
by the National Government. ‘ 

“Federally owned property which is used to produce for sale commodities or 
services that normally are supplied by private enterprise should be subject to 
payments in lieu of taxes, including Federal income taxes. These payments 
should be comparable to the taxes levied on similar privately owned property 
and income. 

“Property acquired by the Federal Government, even though it does not com- 
pete with private enterprise, often diminishes the tax base of local government. 
The Federal Government should compensate for the tax loss thus caused to local 
taxing units where such action on the part of the Government does not corre- 
spondingly reduce the expenses of the local taxing unit. 

“In any school district or county where tax-exempt Indian lands are located 
the Federal Government should make payments in lieu of taxes in amounts 
comparable to the taxes paid on other real estate.” 

We respectfully request that in framing legislation to meet this problem your 
committee will provide for the taxation of property and enterprises carried on 
by the Federal Government as stated in the resolution. We also request that this 
letter be made a part of the hearing record. 

Sincerely yours, 


JOHN C. LYNN, 
Legislative Director. 


NATIONAL ASSOCIATION OF COUNTY OFFICIALS, 
Sacramento 14, Calif., May 1, 1956. 


Hon. Jonn L. MCCLELLAN, 


Chairman, Senate Committee on Government Operations, 
Washington 25, D. C. 


DeaR SENATOR MCCLELLAN: This communication is in response to the com- 


mittee’s invitation for the submission of further comments for the record in 
connection with the recently concluded hearings on legislation providing for 
Federal payments in lieu of taxes to local governments. 

Western counties have been in the forefront of those local governments which 
have been seeking for over 10 years the establishment of a Federal system 
of payments in lieu of taxes. 

Your committee’s records and those of the House of Representatives are replete 
with instances of the many prior efforts to secure enactment of this legislation. 

For 9 of these last 10 years, the proponent Members of Congress and local 
governments were told that the matter was of such grave import that it deserved 
further study. Such study was undertaken by many during these years and 
the record of such studies is now complete, almost to the point of being awe- 
inspiring. 

Although action on this legislation was clearly indicated as desirable at 
previous Congresses, the studies went gravely on. Finally, a giant study 
to end all study projects was undertaken by the recent Commission on Inter- 
zovernmental Relations. Its study committee, on which Senator Hubert Hum- 
phrey served with such great distinction, produced a comprehensive treatise on 
the subject. Needless to say, both the study committee and the Commission 
itself firmly recommended the immediate enactment of some general system of 
payments in lieu of taxes. 

Clearly then, local governments look to this Congress for completed action on 
the subject. The excellent work of your committee staff and the conscientious 
hearings now completed by the committee have been of great comfort to our 
western county governments as marking concrete progress toward our goal. It 
was with the mixed emotions of consternation and amusement that those present 
at the April 19 and 20 hearings greeted the new proposal of the Federa' Bureau 
of the Budget and the subsequent testimony of the Department of Defense. 

Instead of proposing a moderate general system of in-lieu payments, even one 
falling far short of the dedicated aims of hard-hit local governments, the pro- 
posal presented before the committee on April 19 cannot even be described.as a 
beginning of a general system. Indeed, the proposal is more restrictive in its 
coverage than. some in-lieu payments devices already on the statute books and 
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operating. It is difficult to be assured that there will be any payments at al! 
made under the system as proposed by the Budget Bureau. 

The appeal of the counties of the Western United States to the committee is 
that it find and recommend the middle ground between the goal sought by loca! 
government and expressed in several of the bills now before your committee 
and the unbelievable proposal of the Bureau of the Budget. 

The proponents of payments in lieu of taxes legislation are certainly prepared 
to make major concessions. Many such have been made and are in your record. 
Others can undoubtedly be accepted. But it is still a far cry from the reduced 
and limited beginning of a general system to the carefully drafted list of restric- 
tions which combined in the Budget Bureau proposal to prevent almost all pay- 
ments in lieu of taxes. 

It is our sincere plea to the committee that a bill be reported out within the 
next few days so that action by the 84th Congress will be possible. To county 
government it is the most important current subject of National legislation. 

Cordially yours, 
Wm. R. MacDovueatt, 
Secretary-Treasurer. 


CALIFORNIA 
City oF ALBANY, 
Alameda, Calif., April 17, 1956. 
Senator JoHn L. McCLELLAN, 
Chairman, Senate Committee on Government Operations, 
Washington 25, D.C. 


Dear SENATOR McCLeELLAN: The Albany City Council wishes to go on record 
as supporting S. 1566 authorizing in lieu tax payments to local governments on 
federally owned property, and request that you do all within your power to assist 
in the passage of this measure. 

Government buildings now occupy valuable property within the city of Albany 
and any in lieu taxes the city might realize from the passage of this bill would 
help to alleviate the loss now resulting from exempt properties. 

Very truly yours, 
Lewis M. Howe Lt, 
Mayor of the city of Albany. 


Crry oF ALHAMBRA, CALIF., April 17, 1956. 
Senator Jonn L. McCLELLAN, 
Chairman, Senate Committee on Government Operations, 
Washington 25, D.C. 


Dear SENATOR McCLELLAN: At their regular meeting today the cummussioners 
discussed 8. 1566, authorizing in lieu tax payments to local governments on 
federally owned property. 

Recognizing the need for action by Congress on this problem, which has brought 
financial distress to many communities, they voted unanimously to urge your sup- 
port for enactment of this bill. 

Very truly yours, 
(Mrs.) Lora M. WiiuiaMs, City Clerk. 


City oF Brawley, Cauir.,. April 30, 1956. 
Re 8. 1566. 


Hon. JoHn L. MCCLELLAN, 
United States Senator, 
Washington, D. C. 


Dear Senator: The city council of the city of Brawley wanted me to inform 
you that the city is in favor of the principle of in lieu tax payments to local 
governments on property owned by Federal agencies. 

There are many federally owned properties in this county which took property 
formerly paying local taxes off the tax rolis thereby increasing taxes on proper- 
ties privately owned. 

It is hoped that your committee will report out a good in lieu tax bill which 
replaces, at least in part, income lost to local taxing agencies. 

Very truly yours, 
R. S. HARRINGTON, 
City Attorney of the City of Brawley. 
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Ciry oF FAIRFIELD, CAuiF., April 19, 1956. 
Senator Jonn L. McCLELLan, 
Chairman, Senate Committee on Government Operations, 
Washington, D. C. 

Dear SENATOR MCCLELLAN: It has come to our attention that hearings are 
to be held shortly before the Senate Committee on Government Operations on 
S. 1566 authorizing in lieu tax payments to local governments on certain prop- 
erty owned by Federal agencies. 

On April 17 the city council of the city of Fairfield requested that I contact 
you and explain the city’s position in reference to the above. The city of Fair- 
field has no large Federal installations within its limits that serve national or 
broad regional interest. Hence, the city would not stand to receive in lieu of 
tax payments. However, the city of Fairfield is adjacent to that huge military 
installation, Travis Air Force Base. A large percentage of the servicemen and 
civilians who work at Travis live in the city of Fairfield. This creates a serious 
problem with the local schools who are forced to provide facilities for the use 
of so many Government personnel. 

By the time the veteran’s exemption is taken on these homes there isn’t much 
money left for the support of schools, the city and county governments. On 
behalf of our local school districts and Solano County, we urge your support of 
this fair program to provide in lieu of tax payments. 

The Air Force has now begun engineering work on 500 government owned 
tax free homes at Travis, with an additional 2,000 shown on the master plan. 
How can local governments hope to provide schools and other facilities for 
such a tax free expansion program? 

Your support of §. 1566 will be appreciated by the citizens of the city of 
Fairfield. 

Very truly yours, 
B. GALE Witson, City Administrator. 


City OF FREMONT, CaLir., April 24, 1956. 
Hon. Senator Jonn L. MoCLeLian, 
Chairman, Senate Committee on Government Operations, 
Senate Office Building, Washington 25, D.C. 

Dear Senator McCretran: The city council of the city of Fremont urges enact- 
ment of 8. 1666 authorizing in lieu taxpayments to local governments on federally 
owned property. 

The city of Fremont is the third largest city in the State of California, having 
99 square miles of area; and its newest city, having incorporated January 24, 
1956. We believe S. 1566 would be of great advantage to our city in the future. 

Yours very truly, 
Miss JANE Hicks, City Clerk. 


THE City or KING, CALir., April 18, 1956. 
Senator Jounw L. McCLetrian, 
Chairman, Senate Committee on Government Operations, 
Senate Office Building, Washington 25, D.C. 

Dear SENATOR McCrerian: The city council of the city of King urge enactment 
of S. 1566 for relief of cities having federally owned property located within its 
limits. 

The United States Forest Service office, residence, and equipment yard is 
located on Federal property comprising half a city block in King City. As the 
expense of maintaining streets on three sides of this property, maintaining sewer 
lines and other improvements is borne by city taxpayers, the passage of S. 1566 
authorizing in lieu taxpayments would be greatly appreciated. 

In 1949 we planned a street-improvement program which included the three 
streets abutting Federal property and asked the Forest Service if they would 
participate financially in this program. The city was informed that funds were 
not available at that time for participation in such a program. On August 1, 
1949, H. R. 5836, a bill for the relief of the city of King, Calif., was introduced 
in Congress requesting an appropriation of $5,706 to the city of King for street 
improvements, In March of 1950 were were advised by the former Congressman 
Bramblett that there was no chance of getting the bill passed without approval 





470 PAYMENTS TO STATE OR LOCAL TAXING UNITS 


of the Department of Forestry, which we could not get. Consequently, this ex- 
pense was added to the burden of local taxpayers. 

This is 1 case in 1 small town which could have been eliminated had some 
sort of tax relief been available to cities. 

It is the opinion of the city council of the city of King that S. 1566 should 
be enacted and their sincere belief that some tax relief should be given on 
Federal property. 

Very truly yours, 
W. L. CAVALLI, City Clerk. 


LEAGUE OF CALIFORNIA CITIES, 
Berkeley, Calif., April 12, 1956. 
Hon. Joun L, McCLerian, 
Chairman, Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR MCCLELLAN : We have advised Senator Kuchel that Mr. William 
R. MacDougall, general manager and general counsel of the County Supervisors 
Association of California, has been expressly authorized by the board of 
directors of the League of California Cities to represent the league at the April 
19 and 20 hearings on 8S. 1566 and related measures providing Federal payments 
to State and local governmental agencies in lieu of taxes. The counties and the 
cities of California have joined in urging approval of general pay-in-lieu 
legislation at an early date by Congress. 

Contrary to popular belief, cities, notwithstanding their ability to levy taxes 
other than property taxes, are as dependent on the property tax as are counties. 
While the cities have a broader tax base, they receive far less by way of sub- 
ventions from State government than do the counties. In California approxi- 
mately 39 percent of the total revenue received by both cities and counties comes 
from the property tax. We make this statement not only in answer to the 
argument that cities may seek some other source of revenue to replace that lost 
as a result of Federal acquisitions, but also to emphasize the fact that the 
present burden falls as heavily upon cities as it does upon counties. 

There is little need for my repeating here the reasons why the cities of 
California favor early enactment of 8. 1566 or some similar measure. We endorse 
in full those statements made by Senator Kuchel, Mr. MacDougall, and Mr. 
Patrick Healy, Jr., executive director of the American Municipal Association, 
before your committee on July 25, 1955. We would particularly call to the 
committee’s attention the first 3 of the 4 exceptions expressly mentioned by Mr. 
MacDougall on pages 134 and 135 of the committee report for July 25, 1955. 
These three points, we believe, are essential to any equitable ea derethon of 
the basic problem. 

You are well aware of the fact that for more than 15 years committees of 
the Congress have held hearings on the subject matter of S. 1566. The cities 
of California have supplied many of these committees with information relative 
to Federal holdings which would enable the Congress to have the facts necessary 
to enact legislation. State and local officials, as well as the Members of Congress, 
seem to be in complete agreement on the need for legislation which will 
eliminate present inequities and of equal importance may place a brake on 
future Federal acquisitions. 

It appears to us that general legislation has failed at session after session 
of Congress because of the opposition of Federal agencies. These agencies and 
the officers who staff them have asked for delay in order to obtain additional 
information. If all of the information needed could be typed on one page, 
these same agencies and their officers would nevertheless oppose legislation to 
ameliorate the financial distress of local governments. They use the windfall 
argument which appears to us to have less substance than any of the others 
to which they resort. I suppose it is a windfall for a community to have a large 
industry locate therein a $50 million plant; the fact, however, remains that in 
spite of the increased assessed valuation and the large payroll, the community 
must supply police and fire protection, sanitary facilities, recreational facilities, 
schools, and streets. The local property taxpayer gets little comfort from the 
statement that he has become used to carrying the tax burden imposed upon him 
as a result of Federal acquisitions. 

In our own State we find State agencies and their officers and employees 
resisting State payment in lieu of taxes to local governments for the very same 
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reasons advanced by Federal agencies and officers. The windfall argument seems 
to be a frequent theory advanced against such payment, although State sub- 
ventions to local governments constitute an additional argument on the part 
of those who represent the so-called State level of government. When you take 
away the window dressing, you find public officers and employees imbued with a 
State attitude resisting payments to local governments because it would cut 
down on amounts available for State agencies and their operations. They fail to 
take into consideration the fact that the burden of providing local governmental 
services to State institutions falls only upon those communities in which such 
institutions are located. They also fail to take into consideration the fact 
that State legislators elected from districts within the State represent the people 
of California. This State attitude on the part of State officers and employees 
is no doubt very similar to the Federal attitude on the part of Federal officers 
and employees. Their attitude toward local government is not malicious, and 
we certainly would be the last to make such a charge. They do,however, have 
an attitude or philosophy which seemingly channot be changed by any amount 
of delay or the presentation of additional facts, and we hope that the Congress 
will not fail again to take action because of opposition to Federal departments 
and agencies and their officers. The continued strength of local government 
depends on adequate financing. Payments in lieu of taxes unlike subventions 
with strings will help to strengthen the country’s local political institutions. 

We greatly appreciate the time you and the members of your committee have 
devoted to this problem, and if additional factual information is necessary to 
the success of such legislation, please feel free to call upon us for such informa- 
tion as you desire. You will hear directly from a number of cities in California 
concerned with early action by Congress. We join with them in urging an early 
and favorable report on 8S. 1566. 

Very sincerely, 
RICHARD CARPENTER, 
Executive Director and General Counsel. 


Crry or Los ANGELES, CALIF., April 16, 1956. 
Hon. JoHN L. MCCLELLAN, 
United States Senator, 
Chairman, Senate Committee on Government Operations, 
Washington, D. C. 

DEAR SenaTOR: S. 1566 authorizing in-lieu tax payments to local governments 
on property owned by the Federal Government has special significance to the 
cities of the United States and particularly to the cities of California. 

As you know, I have been a member of the Study Committee on Payments in 
Lieu of Taxes and Shared Revenues of the Commisison on Intergovernmental 
Relations. In November of 1954 the Study Committee presented its report on 
this subject to the Commission, and on June 20, 1955, this report was trans- 
mitted to the President. 

It is my opinion that S. 1566 should be recommended for adoption. 

Very truly yours, 
Norris Poutson, Mayor. 


City oF Mercep, Catir., April 18, 1956. 
Hon. JoHN L, MCCLELLAN, 
Chairman, Senate Committee on Government Operations, 
Washington, D. C. 

Dear SENATOR McCiettan: The City Council of the City of Merced respect- 
fully requests favorable consideration and enactment of S. 1566. This bill 
authorizes.in-lieu tax payments to local governments on certain types of federally 
owned property. 

We feel the time is long overdue for our cities to be compensated at least 
partially for the fact that they must provide many municipal services to fed- 
erally owned properties at the expense of nonexempt taxpayers. This is an 
inequity and becomes more so as each year passes with the building of additional 
Federal buildings and federally owned property and removing them from the 
local tax rolls. 

We sincerely hope you will recognize this inequity and. do your best to 
correct it. 

Sincerely yours, 
Russet, J. Cooney, City Manager. 
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Crvry oF Moprstro, Cauir., April 20, 1956. 
Senator JoHn L. MCCLELLAN, 
Chairman, Senate Committee on Government Operations, 
Washington 25, D. 0. 

Dear Senator: The city council has instructed me to advise you of its support 
of Federal legislation which would provide for payments by the Federal Govern- 
ment in lieu of taxes to local governments on federally owned property of a 
type which, if privately owned, would constitute a portion of the tax base neces- 
sary to provide local services. This would not apply to public domain lands or 
to properties intended primarily to render service to residents of the local com- 
munity, such as post offices, ete. 

Such legislation is incorporated in 8S. 1566, and we urge your support of this 
bill. 

An example of what such Federal ownership means to the tax base in our com- 
munity is the multi-million-dollar Riverbank Ordnance Plant now being operated 
by the Norris-Thermador Corp., producing shell casings for the Armed Forces. 
This plant was constructed by the Federal Government during World War II. 
While some alterations have been made in the plant since 1947, it is estimated 
that as it existed in 1947 the current assessed valuation of it would be in excess 
of $6 million, which at the current tax rates would bring a return in property 
taxes of $368,640. Instead of that, the only thing which is taxable is the lease- 
hold interest, assessed at $110,800, which returns in property taxes only $6,637. 
You can see that if this plant were in private ownership it would mean an addi- 
tional tax return to this county of over $360,000. 

Sincerely, 
Ross Mriirer, City Manager. 


OAKLAND City CoUNCIL RESOLUTION No. 34098 C, M.S. 


RESOLUTION URGING THE CONGRESS OF TITE UNITED STATES TO PROVIDE FOR PAYMENT 
IN LIEU OF LOCAL PROPERTY TAXES FOR ALL FEDERALLY OW NED PROPERTIES 


Whereas the Federal Government owns property in the State of California 


valued at over $3 billion, which is more in value than in any other State of 
the Union; and 

Whereas the Federal Government is a major property owner in the city of 
Oakland ; and 

Whereas the property owned by the Federal Government and the improve- 
ments thereon receive the same municipal services as provided to all other 
property owners ; and 

Whereas the Federal Government has recognized the principle of payments 
in lieu of taxes ‘in its various federally sponsored housing programs; and 

Whereas in June of 1955, the Commission on Intergovernmental Relations rec- 
ommended to the President and Congress, that the Federal Government inaugu- 
rate a broad system of payments in lieu of property taxes to State and local 
government : Now, therefore, be it 

Resolved, That the council of the city of Oakland hereby urges the Congress of 
the United States to institute a broad program of payments in lieu of taxes on 
its federally owned property to compensate local governments for the services 
rendered to such federally owned properties ; and be it further 

Resolved, That the payment in lieu of taxes should be equivalent to the 
amount of taxes which would be assessable against the property if taxable ac- 
cording to its value as determined by the established tax procedures of the taxing 
jurisdiction ; and be it further 

Resolved, That copies of this resolution be transmitted to the members of the 
United States Senate Government Operations Committee and the United States 
House of Representatives Interior and Insular Affairs Committee, to Senators 
William F. Knowland and Thomas W. Kuchel, and to Congressmen George P. 
Miller and John W. Allen. 

I certify that the foregoing is a full, true, and correct copy of a resolution 
passed by the city council of the city of Oakland, Calif., on March 1, 1956. 


By Giapys H. Murpuy, City Clerk. 
Grorce Dini, Deputy. 
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Crry or Pomona, Catir., April 17, 1956. 
senator JoHn L. McCLe.ian, 
Ohairman, Senate Committee on Government Operations, 
Washington 25, D. C. 

Dear SENATOR McCLetitan: On behalf of the city of Pomona, I wish to strongly 
irge that your committee give favorable approval to Senate bill 1566 which 
establishes general policies and procedures with respect to payments to local 
zovernments on account of certain Federal real property within cities. This 
approach to the problem where Federal facilities are of area-wide importance 
appears to be eminently fair both as respects the local governments involved and 
the Nation’s s taxpayer sin general. It does not seem fair that certain large plants 
which are owned privately, doing work for the Federal Government should fully 
support local government, yet those that are owned by the Federal Government 
ind leased to private enterprise for identical purposes should not pay any such 
taxes. 

The Consolidated Vultee Aircraft Corp., a subsidiary of General Dynamics 
Corp., constructed a plant within the city limits of Pomona that falls within the 
‘ategory of a plant which is operated privately yet whose properties are owned 
yy the Federal Government. Since their lovation here, no unencumbered taxes 
have been received by the city of Pomona. The payment of taxes on goods in 
process have been protested, and the county auditor has therefore impounded 
during the past 3 years the following amounts that would have accrued to tne 
ity for this portion of their assessed value: 


Total 


Under Public Law 874 the local public school district, which is the only agency 

f government which has received any tangible tax support, has received the 

ollowing amounts to assist in the impact due to a great extent to defense plants 
heing located in the area: 


Sella scence oR adc CBMs dm ax theme sen we nn ciihiaialaieiisiidiapabel: Gh a 
7, 730 


We feel that, based upon the size of the enterprise, Convair would be paying 
to the city of Pomona and other governmental agencies somewhere in the neigh- 
horhood of $200,000. Aside from this, large acreages have been purchased for 
future expansion in the name of the United States Government so that in case of 
a war emergency, the plant could be quickly enlarged. All of this land has been 
taken off the tax rolls, lying fallow, which increases the burden of all other 
taxpayers within the city limits. 

Pomona citizens since 1952 have bonded themselves for millions of dollars to 
take care of flood control, enlargement of their water and sewer systems, en- 
largement of their park and recreation facilities and the school system. These 
hond issues were needed to take care of enormous growth which came upon the 
ity suddenly due to the construction of such large plants as Convair. Following 
are some the bond issues which have recently been passed to take care of urgent 

eed: 

(1) Bonds for enlargement of elementary and high school facilities, 
$7,500,000 ; 

(2) Bonds for improvement of parks, $850,000 ; 

(3) Bonds for establishment and enlargement of trunk sewers and dis- 
posal system, $3,300,000 ; 

(4) Bonds for enlargement and extension of Pomona City water system, 
$3,700,000—totaling $15,350,000. 

The city of Pomona is not urging this legislation in order to pass any of the 
just obligations of local government on to a higher jurisdiction. In all cases we 
bave been willing to go heavily into debt to protect our own interests and prepare 
for the city’s future. However, we do not feel that this city, or any other city, 
should be expected to carry an increased load for the benefit of the Nation’s 
taxpayers as a whole due to the nontaxable status of the establishments, 
proprietary in nature which by all reasonable standards should be taxed Sairky 
to support local governments. 
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We, therefore, respectfully urge you to process this important legislation which 
will enable local governments to carry out their rightful role of protecting the 
health, safety and welfare of their inhabitants. This legislation is long overdue 
in the interest of justice and fairness to local government. 

Very truly yours, 
ArtHur H. Cox, Mayor. 


Crry or Pirrssure, Carrr., April 24, 1956. 
Senator Joan L. McCLeLiLan, 
Chairman, Senate Committee on Government Operations, 
Washington 25, D. C. 

Dear SENATOR McCLetLAn : By official action of the Pittsburgh City Council at 
its meeting held Monday evening April 23, I was instructed to solicit your sup- 
port for Senate bill 1566 which would authorize in lieu tax payments to local 
governments on certain property owned by Federal agencies. 

It is our understanding that this bill has been heard in the Senate Committee 
on Government Operations and is now under consideration by the committee. 

While the city of Pittsburg is not directly affected by any substantial amount 
of government property within our city limits for which in lieu tax payments 
would be provided by this bill, all of our citizens are directly affected by the 
impact of this proposed legislation on the county of Contra Costa. As other 
testimony before your committee no doubt shows this county has a large num- 
ber of military installations including the Port Chicago Naval Ammunition 
Magazine, Camp Stoneman and Parks Air Force Base, as well as considerable 
other Federal property. In lieu tax payments for some or all of these large 
Federal holdings would in large measure alleviate the burdensome property tax 
assessments now levied against privately owned property in this county. 

If it is not too late to do so, we respectfully request that you make this letter 
a part of your record in this matter. 

Yours very truly, 
BE. C. Marriner, City Manager. 


Ciry or SAn Diego, Cauir., April 18, 1956. 
Hon. Husert H. HUMPHREY, 
Member of Congress, 
Senate Office Building, Washington, D. C. 

Dear SENATOR HumpuHREY: This will acknowledge your letter of April 11. 

The city of San Diego is vitally concerned with the proposed legislation au- 
thorizing in-lieu taxpayments to local governments. More than 50 percent of the 
area of San Diego County is Government-owned. It is estimated that if the 
Government-owned property was assessed, it would equal nearly 25 percent of 
the assessed valuation in this county. 

This city does not expect nor does it propose that the Federal Government 
make in-lieu taxpayments equivalent to the full tax load. However, we do 
sincerely feel that the local taxpayer should not be expected to pay for services 
yrovided governmental installations. It should be noted that Navy-owned hous- 
ing is a function outside the normal activities of Government. The Navy has 
never paid any in-lieu taxes for the services that must be provided to the 2,730 
dwelling units located at 6 locations within the city of San Diego. 

With a few execptions, the city provides the same services to these units as 
if they were privately owned and on the tax rolls. A study in 1952 indicated 
that the cost to the city for these services was approximately $194,000 per year. 
Applying normal increases in costs since that date would raise that figure tuo 
approximately $223,000 per year. 

Located within the city limits are the 11th Naval District Headquarters, naval 
training center, Navy hospital, Marine recruit depot, Camp Matthews, naval 
electronics laboratory, Coast Guard station, naval repair base, and other similar 
installations. These facilities impose a major additional load on the city’s 
sanitation facilities, street maintenance, law enforcement, supplemental fire pro- 
tection, and many other similar services required in conjunction with these 
activities. 

It is hard to understand why industrial property should be transferred, from 
private ownership to Government ownership. The United States Air Force has 
recently repurchased Convair plant II from private ownership, thereby remov- 
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ing $4 million in assessed valuation from the city tax rolls, without in any 
manner reducing the services required of the city. 

Another inequity has been the trend to transfer raw or semifinished materials 
from the ownership of private manufacturers to the Government in order to 
avoid taxpayments. These privately owned manufacturing concerns require all 
the services from local government and should pay their full portion of the tax 
supporting such services. In effect, the Federal Government by these methods 
is encouraging and participating in tax dodging. 

During the past year Mr. Arthur Eddy, assessor of San Diego County, has 
prepared many details showing the problems here in San Diego. He is currently 
in Washington and it is our understanding he is scheduled to be a witness at 
the hearings on April 19 and 20. He unquestionably will supply details not 
enumerated in this letter. 

We urge the Senate Committee on Government Operations to develop a formula 
which will fairly and equitably reimburse local governments for their costs in 
conjunction with Government installations. We further urge that all efforts be 
made to enact necessary legislation to provide for this adjustment. 

Sincerely, 
CHARLES C. Dat, Mayor. 


City or VALLEJO, CaALiF., April 17, 1956. 
Subject: Senate bill 1566 (payments to local governments in lieu of ad valorem 
tax). 
To: Senator John Li. McClellan, chairman, Senate Committee on Government 
Operations, Washington, D. C. 

1. The city of Vallejo, I believe, exemplifies those cities which suffer chronic 
financial disadvantage from the combination of low per capita assessable valu- 
ation and high development of an included, or adjacent, Federal property. 

2. Specifically, the Mare Island Naval Shipyard— 

(a) is within Vallejo’s city limits, 

(b) maintains a payroll of about 12,000 employees. During periods of 
hostilities, of course, the employment soars. 

3. It’s acknowledged that such a payroll is of economic benefit to a com- 
munity, and to a degree, the condition operates favorably toward municipal, 
as well as private enterprise’s financial well-being. The sharp stringency, how- 
ever, lies in these facts: 

(a) ordinarily, a large payroll in a community goes hand in hand with a 
large assessable value in this case; 

(0) a large payroll— 

(1) helps businesses financially, but public services are supported 
only indirectly, through such devices as local sales tax; 

(2) demands that a large labor supply be kept available. Generally 
speaking, it is people rather than property, which produce the greater 
costs of basic municipal services. 

(c) Many of Mare Island’s employees commute some distance, even from 
neighboring cities, to work. Thus, they create for Vallejo costs in traffic 
regulation, parking facilities, policing, streets maintenance and cleaning, 
sewage disposal, refuse collection, parks and recreational faciltiies and en- 
vironmental sanitation ; but normally spend their paychecks in other places, 
and pay their taxes there. For example: the cost of police and fire pro- 
tection, alone, in Vallejo is about $23 per capita, which is over 3 times what 
the general fund tax rate yields annually. 

(d) Fluctuations in Mare Island’s employment, even when small percen- 
tagewise, disproportionately affect economic conditions in and around Vallejo, 
because the naval payroll constitutes so great a part of the community’s 
total-employment. 

4. Curiously, the Federal Government has long recognized the need of school 
districts operating in areas where substantial tax-exempt facilities are installed, 
yet cities, which depend upon the same truncated tax bases, have not been 
accorded the same consideration. Much has been said, over the years, of the 
umbilical interdependence of the Mare Island Navy Yard and the city of Vallejo, 
and of the admirable and beneficial cooperation which has been maintained. 
Now experiencing the twofold stresses of rapid residential growth and the pre- 
carious balance of the “single payroll” community, Vallejo finds its depressed 
assessed valuation a cause of near-financial crisis. 

5. This city urgently needs passage of Senate bill 1566. 

JouHN R. Ficxtrn, City Manager. 
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Crfy OF WOODLAND, 
Yolo County, Calif., April 17, 1956. 
Senator JoHn L. McCLELLAN, 
Chairman, Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

DEAR Sik: It has come to our attention that your Committee on Government 
Operations will hold hearings shortly on:S. 1566 authorizing in-lieu taxpayments 
to local governments on certain property owned by Federal agencies. 

Please be advised that our Woodland City Council, at a regular meeting last 
evening, discussed the merits of this bill and by regular action of the council 
passed a resolution favoring the passage of 8. 1566 and urging your support of 
this measure. Although Woodland has no federally owned properties, other 
than the local post office, our people in Yolo County are vitally concerned with 
the development of the Sacramento Yolo Port District. This is a district organ- 
ized under Federal law and as such is tax exempt. The facilities of the district, 
however, are dependent upon services which the county provides, namely, police 
and fire protection, street maintenance, street lighting, and water and sewer 
service. It is obviously unfair to any local government when property is removed 
from the tax rolls and contributes nothing toward those services which are 
necessary for its very existence. 

The Woodland City Council firmly believes that, while S. 1566 does not provide 
for all of the in-liew payments that are essential, it is a step in the right direc- 
tion. May we again urge your support of this bill. 

Yours very truly, 
JoHN H, Ferns, City Manager. 


MICHIGAN 


MICHIGAN MUNICIPAL LEAGUE, 
Ann Arbor, Mich., April 17, 1956. 
Hon. Husert H. HUMPHREY, 
Senate Government Operations Committce, 
Washington, D. C. 


Dear Hueu: I understand that you are starting hearings before the full Senate 
Government Operations Committee on April 19 and 20, relative to the several 
payment-in-lieu measures now before Congress. We are aware of the complex- 
ities of the problem and have before us an analysis of S. 1566 which I understand 
was introduced by you and others. §S. 1566 seems in a general way to offer a 
considerable amount of help in this problem, which, as you know, is a serious 
one for many municipalities'throughout the country. 

It is difficult to know exactly what to say without having the benefit of a 
detailed analysisof all of the measures being considered and the comprehensive 
view of the several Federal agencies and departments that would be involved 
in such legislation. 

I can only say, however, that we in Michigan are definitely interested in com- 
prehensive payment-in-lieu legislation and sincerely hope that it is possible for 
Congress to come forth with a reasonable program that will make provision for 
payments to State or local governments for Federal properties that are used or 
held for activities which serve primarily national or broad regional interests. 
Obviously such payments should not be made where no services are rendered to 
the Federal property. 

We urge you, through legislation, to give recognition to the problem in com- 
prehensive payment-in-lieu measures. 

Cordially yours, 
JouHN H. Huss, Director. 


OREGON 


Crry or Grants Pass, Orec., February 10, 1956. 
Mr. WAYNE Morse, 
Senator, Senate Office Building, 
Washington, D. 0. 
Dear SENATOR Morse: We are told that several bills are now before the Senate 
Government Operations Committee and the House Interior and Insular Affairs 


Committee to authorize payments in lieu of taxes to municipalities on federally 
owned property. ™ 
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Our interest in these bills centers on the problem of providing the means and 
authority for Federal agencies to pay their fair share of the cost of building 
sewers, sidewalks, and street paving for that part of a street frontage along fed- 
erally owned property. 

Particularly, the United States Forest Service has their Siskiyou National 
Forest headquarters within the corporate area of Grants Pass. Their shop and 
yard area is completely surrounded by a residential area and is separated there- 
from on three sides by city streets. Residents owning property abutting these 
same streets want to get themselves out of the mud and dust resulting from the 
unimproved nature of the street. The residents are willing to assess themselves 
to cover their proportionate share of the cost of improvements. 

The United States Forest Service is unable to participate in the cost of any 
street improvement because of an adverse ruling from the Comptroller General. 
Local Forest Service officials are quite willing to participate in the street im- 
provement program and have the funds with which to pay for their share of the 
work, 

It appears to us that an inequitable share of the Federal tax responsibility 
is placed on the taxpayers of the city of Grants Pass if they are to be expected 
to pay the entire share of costs of street improvement in front of federally owned 
property. It is hoped that relief from such situations might be incorporated in 
the bills which are now under consideration in Congress. 

May we respectfully solicit your support of legislation to relieve our city of an 
inequity in the sharing of cost of public improvement by reason of the existence 
of federally owned property in our city? 

Yours very truly, 
JOHN F. Porter, City Manager. 


WISCONSIN 


LEAGUE OF WISCONSIN MUNICIPALITIES, 
Madison, Wis., February 20, 1956. 
Senator JosepH R. McCarrny, 
Senate Office Building, Washington, D. C. 


DrAR SENATOR McCArtHhy: In its report issued in June of 1955 the Commission 
on Intergovernmental Relations, under the chairmanship of Mr. Meyer Kestn- 
haum, recommended that the “National Government inaugurate a broad system 
of payments in lieu of property taxes to State and local governments.” 

At its convention he.d October 13 and 14, 1955, the League of Wisconsin 
Municipalities adopted a statement of national municipal policy which included 
the following: 

“Payments in lieu of tares.—We urge the Congress of the United States to 
enact legislation which would broaden the present Federal policies regarding 
payments to local governments in lieu of property taxes and payment of special 
assessments on Federal properties located in municipalities.” 

In lieu legislation has been introduced at the last several sessions of the Con- 
gress but to date very little has been accomplished, It is our thinking that the 
work of the Kestnbaum Committee and its special commission on payments in 
lieu of taxes and shared revenues have now laid the groundwork so that the 
Congress can adopt sound legislation. It is our earnest hope that such legislation 
will be forthcoming during this session of Congress. 

There are several in lieu tax bills pending before the Senate Government Opera- 
tions Committee at the present time. If something is to be accomplished on 
this matter this session, it is imperative that hearings begin at a very early date. 
I would, therefore, request your cooperation in attempting to obtain hearings on 
this whole question of payment in lieu legislation at the earliest possible date. 

Your cooperation will be greatly appreciated. 

Very truly yours, 
Ep JoHNSON, Executive Secretary. 
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